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Wuen You ARE ASKED To RECOMMEND 


AN ACCOUNTING COURSE 


O help you in making suggestions, 
when asked by employees or by 


personal acquaintances to suggest a 
plan of accounting training, your at- 
tention is called to the educational or- 
ganization of the International Ac- 
countants Society, Inc., here shown. 


Executive Educational 
Committee 


The four men composing this committee 
are responsible for I. A. S. educational ac- 
tivities and policies, with particular refer- 
ence to text material, research, standards, 
and technical methods. 


Dexter S. Kimball, M.E., LL.D., D.Sc. 


Chairman, Board of Directors, Internationa 
Accountants Society, Inc. ; Dean Emeritus, Col 
lege of Engineering, Cornell University; For 
mer President, American Society of Mechanical 
Engineers ; author of “Cost Finding” and other 
text material. 


Lee Galloway, B.Sc., Ph.D. 


Vice Chairman, Board of Directors, Interna- 
tional Accountants Society, Inc. ; Former Chair- 
man, Board of Directors, Ronald Press Co.; 
Former Director Department of Management, 
New York University. 


John T. Madden, C.P.A., B.C.S., A.M. 


President, International Accountants Society, 
Inc. ; Dean, School of Commerce, Accounts and 
Finance, New York University; Former Presi- 
dent, American Association of University In- 
structors in Accounting. 


Stephen Gilman, B.Sc., C.P.A. 


Vice President and Educational Director, Inter- 
national Accountants Society, Inc.; author of 
“Analyzing Financial Statements,” ‘Principles 
of Accounting,’ and numerous technical articles 
on accounting. 


N addition to this strong Executive 

Educational Committee the I. A. S. 

Staff includes sixteen Faculty members 
and forty Advisory Board members. 

I. A. S. Faculty members are thor- 
oughly experienced Certified Public 
Accountants, each of whom possesses 
unusual qualifications. Careful selec- 
tion, under a rigid policy provides that 
before a man is eligible to a place on 
the Faculty (1) he must be a certified 
Public Accountant by examination; 
(2) he must have had practical ex- 
perience in accounting; and (3) he 
must have ability in the teaching of 
accounting. 

The Advisory Board, composed of 
eminent accountants, business execu- 
tives, engineers, attorneys, and educa- 
tors, is available for technical consul- 
tation and educational counsel. Active 
co-operation of Advisory Board mem- 
bers has resulted in many of the out- 
standing features of the I. A. S. 
Course. 


Advisory Board 


R. W. Barrett, A.B., LL.B. 
Bruce Barton 

Dwight E. Beebe, B. L. 
Wilford A. Beesley, C.P. A. 
Arthur Berridge, C.P.A. 

R. E. Blight, LL. D., C.P.A. 
L. E. Cahill, C.P.A. 

CoN. Garters PhsB., CPA. 
Geoffrey S. Childs, B.C.S. 


W. J. Christian, C.P.A. 
William B. Cornell, M.E. 
James A. Councilor, C.P.A. 
Albert J. Derbes, C.P.A. 

C. E. Dietze, LL. B., A.B., C.P.A. 
William Dolge, C.P.A. 

T. H. Frankling, C.G.A. 

Lee Galloway, B.Sc., Ph. D. 
Gilbert B. Geiger, C.P.A. 
George M. Graffam, C.P.A. 

A. H. Hammarstrom, C. P. A. 
James F. Hughes, C.P.A. 

F..H.. Hordman; ‘B-C/S.,.C.P: A. 
Harry M. Jay, C.P.A. 

David A. Jayne, C.P.A. 

D. S. Kimball, M.E., LL. D., D.Sc. 
B. Lichtenberg, M.C.S. 

Harry E. Lunsford, C.P.A. 
John T. Madden, B.C.S., A.M., C.P.A. 
I. B. McGladrey, C.P.A. 

Henry J. Miller, A.B., C.P.A. 
F. W. Morton, C.P.A. 

Herman C. J. Peisch, C. P. A. 

J. A. Phillips, C. P.A. 

P. W. Pinkerton, Ph. B., C. P. A. 
A. Lee Rawlings, C.P. A. 

F. E. Roberts, C.P.A. 

John C. Shelly, C.A. 

R. Smethurst, Jr., C.P.A. 

F. H. Sommer, J.D., LL.D. 

A. C. Upleger, B-C-S.,.. CP: A; 


The association of these two groups 
with the I. A. S. Faculty is in itself 
eloquent testimonial as to I. A. S. 
training. Their co-operation in various 
advisory and consulting capacities pro- 
vides the practical, broad viewpoint 
which is so necessary in any plan of 
adult education. 


T provide additional information which may be of value to you when asked 
to recommend a training plan, we shall be glad to mail you, upon request, 
a copy of our 56-page booklet “ACCOUNTING—The Way to Business Success.”’ 
Although designed to be read by prospective students, this booklet may prove 
quite interesting to you as well, and it would be helpful to have it quickly avail- 
able to be shown to those who ask you specific questions regarding I. A. S. training. 
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Editorial Comment 


HE fact stood out with startling clarity, when 

five hundred or more controllers of the larger 
companies of the country assembled in their annual 
meeting early in October, that the problem which 
concerns them most deeply, of all those discussed, 
is that of the tax on undistributed profits, and what 
to do about it in the short time left in the current 
calendar year. 

It is with the feeling, therefore, that a real service 
to controllers and to business generally is being per- 
formed, that this publication presents in this issue 
the paper which was given by Mr. James W. Mudge, 
attorney, of Boston, at the time of that national 
gathering of controllers, on the question of the most 
workable plans to be followed by corporations in 
dealing with this matter now. 

This is a ‘‘must’” problem, the direct outcome of 
another ‘‘must” measure with which the Congress 
dealt in the spring of 1936. Mr. Mudge’s paper 
throws much light on the matter, and will undoubt- 
edly be of exceptional value to all who are required 
to deal with it promptly. Management looks to the 
controller to provide accurate and timely informa- 
tion on such problems. This paper appears to pro- 
vide the latest, if not the last, word on the subject. 

Great interest also was shown by the business 


public in the address delivered by Mr. Carman G. 
Blough, chief accountant for the Securities and Ex- 
change Commission, in which he gave the Com- 
mission’s views as to what additional information 
should be included by corporations in their reports 
to stockholders. Many public accountants, as well 
as many accounting executives of corporations, 
asked that the address delivered by Mr. Blough be 
made available to them promptly. It is given in full 
in this issue of this publication, as a real contribu- 
tion to the discussion not only of report making 
but of corporate accounting procedures as well. It 
was a timely address, at this season, and will un- 
doubtedly have a far reaching effect on the accounts, 
and on the reports of corporations to be made to 
stockholders after the approaching year end closing. 

The assemblage of controllers in early October 
was impressive because of its size and because of the 
earnestness of purpose displayed by those in attend- 
ance. 

The future of controllership appears to be in safe 
hands. The pictures drawn by Mr. H.C. Perry, newly 
elected president of The Controllers Institute of 
America, and by Mr. Paul J. Urquhart, retiring presi- 
dent, indicate that progress is being made, and in the 
right direction, along sound, conservative lines. 
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Subscription Rights Plan Declared 
Best for Retaining Corporate Funds 


Avoids Payment of Tax on Undistributed Profits, and Brings Back to 
Company Practically All of Amounts Paid Out In Dividends—Vani- 
ous Procedures Described in Detail in Address by JAMES W. MuDGE. 


O subject posed for discussion at 
the recent Sixth Annual Meeting 
of THE CONTROLLERS INSTITUTE OF 
AMERICA on October 4 and 5 at the 
Waldorf-Astoria Hotel, New York 
City, aroused more interest than the 
second year plans for procedure with 
respect to the federal tax on undistrib- 
uted profits. The subject was handled 
in one of the general sessions by MR. 
JAMES W. MupDcE, an attorney, of Bos- 
ton, in a detailed manner, in which 
various methods were presented by 
which corporations could escape paying 
a heavy tax, and at the same time con- 
serve their resources. This presentation 
was of exceptional timeliness and 
value, and is reproduced here with the 
thought that it will be useful to many 
controllers in the remaining months of 
the current calendar year. 

Mr. MuDcE was formerly a member 
of the Committee on Appeals and Re- 
view of the Bureau of Internal Revenue ; 
chairman of the Committee on Federal 
Taxation and Expenditures of the Bos- 
ton Chamber of Commerce; and chair- 
man of the Committee on Taxation, of 
the Associated Industries of Massachu- 
setts. His subject on the program of 
THE CONTROLLERS INSTITUTE OF 
AMERICA was ‘The Federal Surtax on 
Undistributed Corporate Profits.” 

—THE Epiror. 


The Federal surtax on undistrib- 
uted corporate profits is the out- 
standing feature of the Revenue Act 
of 1936. It is a tax, ranging from 
7 per cent. to 27 per cent., on such 
part of corporate profits as are not 
either distributed to stockholders or 
employed in paying the normal cor- 
poration tax of substantially 15 per 
cent., and it is, of course, in addition 
to that normal 15 per cent. tax which 
is imposed regardless of distribution. 


We might discuss this tax from 
various points of view. Thus, we 
might discuss its theory, the basic 
inequity which explains its enact- 
ment, and its technical justification 
as a fundamental part of a scientific 
system of taxation. Or we might dis- 
cuss in detail the evils and inequities, 
major and minor, with which its 
critics charge the law. Or we might 
discuss methods of improving the 
law, amendments which would tend 
to meet such of these suggested in- 
equities as could be met without ac- 
tually repealing the law itself. Or 
finally, we might discuss the prac- 
tical procedure to be followed by 
corporate executives in dealing with 
the law during this year 1937, during 
which year, whether it be justified in 
theory or not, whether it be on the 
whole good or bad, whether capable 
of amendment or not, it will cer- 
tainly remain in effect as now drawn 
and without amendment. 

We might, of course, discuss all 
these aspects of the law, but anything 
remotely approaching an adequate 
discussion of them all would carry 
me far beyond the limitations im- 
posed by your program and by your 
patience. I intend, therefore, to 
touch very lightly indeed upon all of 
the suggested aspects, except the last, 
and to devote most of my time to 
the urgent practical problem: What 
are we to do about this law during 
the next three months? 


Wuat Is THE Basic INEQUITY WHICH 
THis TAx Was DESIGNED TO CURE 
AND WHICH EXPLAINS ITS 
ENACTMENT ? 

The basic inequity which the tax 
was designed to cure can be very 
easily illustrated as follows: If Smith 
and Brown go into business as indi- 


viduals, or as partners, and Smith 
makes $10,000 and Brown makes 
$100,000, Smith will pay a federal 
income tax at the rate of about 414 
per cent. whereas Brown will pay a 
tax at the rate of about 3214 per 
cent., and this is true even if all the 
income of Smith and Brown is left 
in the business. On the other hand, 
if Smith and Brown go into business 
in the corporate form, making ex- 
actly the same amounts of money 
and likewise leaving it in the busi- 
ness, each will pay, through the old 
corporation tax, a little less than 15 
per cent. Thus, under the corporate 
form Smith will be heavily overtaxed 
and Brown very much undertaxed. 
Now the proponents of this law 
said: This is all wrong. The income 
tax is supposed to be levied at gradu- 
ated rates, in accordance with ability 
to pay, and Smith and Brown are not 
taxed even approximately according 
to their ability to pay when their ac- 
tivities are conducted in corporate 
form. Brown is not paying nearly 
enough and Smith is paying a great 
deal too much. And of course in 
addition to the cases put, of Smith 
and Brown, there are also the numer- 
ous cases of small corporate stock- 
holders who, on the basis of ability 
to pay, ought to pay no taxes at all 
and yet through the corporation are 


paying indirectly practically 15 per’ 


cent. 

When the profits surtax was first 
promulgated its originators under- 
took to take care not only of the 
undertaxed Brown but also of the 
overtaxed Smith. They took care of 
Brown, just as the law as enacted 
takes care of him, by forcing the 
corporation to distribute, but they 
also took care of the overtaxed 
Smith by wholly eliminating all 
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taxes on the corporation. In other 
words, the corporate entity was 
treated as what it really is in sub- 
stance, merely a conduit through 
which income is piped to its stock- 
holders in whom, and in whom 
alone, ability to bear tax burdens ac- 
tually resides. 


PROGRAM Too Goop To BE TRUE 

But this program was too good to 
be true, or too good to come true. 
The proponents of the law were 
wrong, and were shown to be wrong, 
in their assumption that the addi- 
tional tax levied on the aggregate of 
the Browns would offset the tax lost 
through exempting the corporations. 
Now this discovery did not neces- 
sarily mean that the perfect system 
which had been devised (with the 
corporation treated merely as a non- 
taxable conduit) had to be aban- 
doned. There were two possible 
ways of proceeding. Under one the 
corporation could have been granted 
the exemption from tax which its 
status as a mere conduit of income to 
the true owners justifies, and the cor- 
porate taxes thus lost have been 
made up by increasing the individual 
taxes of Brown and Smith, particu- 
larly perhaps those of Smith, because 
Brown's taxes were already pretty 
nearly at the point of diminishing 
returns. That procedure, however, 
had little political appeal, because 
the Smiths are a very numerous 
family and they all have votes. And 
while Smith would perhaps be helped 
more by the abolition of the corpo- 
rate taxes than he would be hurt by 
the increase in his own individual 
taxes, yet Smith, it was assumed, was 
not smart enough to see that he 
gained more through the indirect 
corporation taxes of which he was 
relieved than he lost through his in- 
creased direct taxes—and anyway, 
besides the Smiths there was a sub- 
stantial number of Joneses and Rob- 
insons, also having votes, who did 
not own any corporate stock at all 
and who, therefore, would have no 
offsetting advantage against the in- 
crease in their direct taxes. 

Accordingly the ideal system 
which was at first proposed, and 
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which was adopted by the House of 
Representatives, was abandoned, and 
in the bill which finally became the 
law which we are now discussing, 
the corporation taxes were left sub- 
stantially unchanged, and the surtax 
on undistributed profits, instead of 
being substituted for the corpora- 
tion tax, was superimposed upon it. 
In other words, the case of the un- 
dertaxed Brown was taken care of, 
for the benefit of the Treasury, but 
the case of the overtaxed Smith was 
left without relief, also for the benefit 
of the Treasury. In passing, however, 
it is fair to say that the correct prin- 
ciple, as enunciated in the President's 
original proposal and as actually em- 
bodied in the House bill, has not been 
entirely lost sight of in influential 
Washington circles because in a recent 
article Mr. Arthur H. Kent, assistant 
general counsel of the Treasury, said: 


“More complete equity will be realized 
.... by a process of reduction and per- 
haps ultimate removal of the present normal 
tax on corporations and the capital stock 
> rae - 


The principle of the undistributed 
profits tax was not, of course, wholly 
new in 1936. It had many forerun- 
ners in the history of taxation, both 
abroad and in this country. Its most 
immediate forerunners in modern 
domestic tax legislation were the 
penalty tax imposed on corporations 
unnecessarily accumulating income 
for the purpose of avoiding indi- 
vidual surtaxes (Section 102 of the 
1936 statute and corresponding sec- 
tions of earlier statutes) and the tax 
on personal holding companies (Sec- 
tion 351 of the Revenue Acts of 1934 
and 1936). That which was novel 
about the 1936 law was its universal 
application wholly without regard to 
any assumed tax-avoiding motive or 
purpose. 


THE Evits AND INEQUITIES WITH 
WHICH ITs Critics CHARGE THE TAX 
ON UNDISTRIBUTED PROFITS 

These inequities may be subdi- 
vided into two classes: First, inequi- 
ties of a minor nature most of which 
might be eliminated by remedial 
amendments to the statute which 
would leave the basic objectives of 
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the law unaffected; and second, those 
of a more fundamental nature, which 
could not be remedied, at least en- 
tirely, by amendments of the law but 
which, advocates of the law assert, 
really have no existence, as a prac- 
tical matter, because of means of 
avoidance very generally applicable. 

I. With respect to the minor in- 
equities: Because of time limitations 
I propose to pass over these com- 
pletely except as they may be indi- 
cated in the following suggestions 
for amendment of the law: In my 
opinion careful consideration should 
be given to the following amend- 
ments, assuming the law remains as 
a permanent part of our tax system: 

(a) An amendment including as 
part of the dividends paid credit, di- 
vidends paid during the first two 
or three months of the year follow- 
ing the taxable year, in order that 
corporate executives shall not con- 
tinue to be under the necessity of 
actually determining corporate in- 
come before it has in fact been 
earned. Perhaps this credit might 
fairly be limited to a part only of the 
total dividend distributions but it 
should apply to at least 25 per cent. 
thereof. 

(b) Where income as computed 
by the taxpayer is increased by the 
Bureau, pursuant to audit in a sub- 
sequent year, such increased income 
should be considered, for purposes 
of the undistributed profits tax, 
though not for purposes of the 
normal tax, as income for such sub- 
sequent year of determination. Possi- 
bly on careful analysis some impor- 
tant administrative objection may be 
found to this amendment, but at any 
rate it should be given careful con- 
sideration. Its application might be 
withheld in cases in which in the 
Commissioner’s judgment the in- 
come was not originally determined 
in good faith. 

(c) An amendment rendering the 
tax inapplicable in cases in which, 
for one reason or another, the divi- 
dend credit can not be obtained be- 
cause distributions actually made to 
stockholders will not be taxable in 
their hands. For example, one such 
case is the case in which corpora- 
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tions, although having statutory net 
income for the year, have no “‘earn- 
ings or profits,” either for the tax- 
able year or previously accumulated. 
The two conceptions, statutory net 
income, which is taxable, and earn- 
ings or profits, out of which alone 
taxable dividends can be paid, are 
not identical. For example, net losses 
from the sale of capital assets in ex- 
cess of $2,000 reduce earnings and 
profits but are not deductible in com- 
puting taxable net income. 

(d) An amendment rendering the 
tax inapplicable in all cases in which 
it can be avoided only by violating 
either the provisions of state law or 
the provisions of a contract entered 
into before the inauguration of the 
surtax law. Section 26 (c) of the 
present statute undertakes to cover 
such situations, but it does not cover 
them all, at any rate as it is inter- 
preted by the Bureau. It may be 
argued that such an amendment 
should not be applicable where the 
corporation has a practicable means, 
without undue hardship, of render- 
ing distributions legal. 

(e) An amendment permitting a 
carry-over of net losses for a period 
of at least two years. Irrespective 
of whether such a carry-over should 
be allowed for purposes of the nor- 
mal tax it should be allowed for 
purposes of the surtax. 


ALLEGED FUNDAMENTAL INEQUITIES 

II. Pass now to the alleged in- 
equities of a more fundamental na- 
ture which, so far as they are real 
inequities, could be remedied only by 
a repeal of the law or by amend- 
ments which the advocates of the law 
would undoubtedly resist as being 
substantial infringements of the basic 
objective of the law. These inequi- 
ties are really a single inequity with 
several applications. Thus, the basic 
inequity alleged is that by the law’s 
Operation corporations are forced 
either to pay an excessive tax or, in 
order to avoid it, distribute corpo- 
rate resources which, in the judg- 
ment of the corporation’s directors, 
having fiduciary responsibility for its 
proper management, ought not to be 
distributed. The more common situ- 
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ations usually pointed to as exempli- 
fying the application of this inequity 
are the following: 

Cases in which corporate resources 
are needed for expansion of plant 
and business. 

Cases in which corporate resources 
are needed for the accumulation of 
reserves for the rainy days of de- 
pressions and in order to break the 
force of such depressions. 

Cases in which corporate resources 
are needed for the elimination or 
diminution of excessive corporate in- 
debtedness. 

And finally, cases in which small 
corporations or corporations, small 
or large, engaged in new types of 
enterprise, are unable, because of 
their smallness or their novelty, to 
obtain additional capital from ordi- 
nary sources and therefore need every 
cent of their earnings for develop- 
ment. 


Now the advocates and proponents 
of the surtax have two types of an- 
swer to these charges. The first type 
of answer accepts the assumption 
that the tax can be avoided only by 
cash distribution and maintains that 
even so there is no real ground of 
criticism. The second type of an- 
swer avoids the charge by denying 
the assumption on which it is based 
—namely, that avoidance of the tax 
involves dispersion of corporate as- 
sets. 

(a) Considering very briefly the 
first type of answer: 

(1) First, say the advocates of the 
law, if it prevents the application of 
earnings to the expansion of cor- 
porate plant that is probably a good 
thing rather than a bad thing be- 
cause probably the country’s produc- 
ing plant capacity is already excessive 
as compared with consumptive ca- 
pacity. 

(2) Second, if the operation of 
the law prevents the accumulation of 
rainy day reserves for employment in 
periods of depression: Well, wages 
never will be paid very long after 
they cease to be earned, anyway; 
moreover, few reserves are main- 
tained in liquid form and reserves in 
the form of bricks and mortar are 
not available for the payment of 





either wages or dividends; and fi- 
nally, the best way to avoid depres- 
sions is to distribute earnings cur- 
rently among corporate stockholders 
by whom they will be spent (in part 
at least) with resulting maintenance 
of the balance between production 
and consumption and consequent 
maintenance of prosperity. 

(3) Third, as to employment of 
earnings in the amortization of debt, 
it is pointed out, first, that in any 
event the objection does not apply 
to current debt which is repaid out 
of current receipts, from the con- 
version of inventories or receivables 
into cash; that with respect to long 
time capital debt a very large part 
of such indebtedness—for instance, 
that of railroads and utilities and 
other stable industries—is permanent 
by its nature, to be refunded rather 
than paid off, and that in other fields 
indebtedness can often be retired 
through some form of stock recapi- 
talization. 

(4) So far as concerns the need 
of small and developing concerns to 
use every cent of their earnings for 
development, I do not know that I 
am aware of any answer which has 
been offered. 

(5) Then finally it is suggested, 
by the advocates of the law, that in 
any event it is the right of the in- 
dividual stockholder to decide what 
should be done with corporate earn- 
ings (not his legal right but his 
moral right) and that the stockhold- 
ers should be given that power 
through the avenue of current 
dividend distributions of current earn- 
ings. If he, the individual stock- 
holder, wishes to reinvest in addi- 
tional plant, let him purchase addi- 
tional stock in his corporation. On 


the other hand, if he prefers to in-. 


vest in some other industry or some 
other unit of management, he should 
have that election. And finally, if 
he prefers not to invest at all in fur- 
ther capital of any sort but to 
spend, again the election should be 
his and quite possibly such an elec- 
tion will contribute as much to the 
economic advantage of the country 
as a whole as an election by corpo- 
rate directors to expand the corpo- 
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ration’s business or plants or to re- 
serve for a rainy day which may be 
precipitated by that very reservation. 


ANSWERS Do Not Cover ALL CASES 

I shall express no conclusion with 
respect to the adequacy or inade- 
quacy of these answers. In some cases 
their adequacy or inadequacy is a 
question for the economist rather 
than for the tax specialist. And in 
any event, each of you can pass judg- 
ment on such questions for yourself 
at least as well as I can. Certainly 
the answers do not cover all cases. 
Certainly in some industries plant 
expansion is desirable. Certainly in 
the case of corporations financially 
embarrassed or with top heavy in- 
debtedness application of earnings to 
the reduction of debt is unquestion- 
ably indicated. And finally statistical 
evidence appears to establish that 
during the depression years far more 
was paid out by incorporated busi- 
ness than was earned. 


DISTRIBUTIONS IN SOME OTHER 
FoRM 


(b) We now pass to the second 
and very different type of defense 
offered by the advocates of the law 
as against the attacks made by its 
critics. This defense is based on the 
denial of the basic assumption of 
the critics, that the distributions 
necessary to avoid the tax must be 
cash distributions. On the contrary, 
it is said, if corporations need their 
cash, whether for planned expansion, 
rainy day reserves, debt retirement, 
or otherwise, they can keep it and 
make their distributions in some 
other form. All that the law requires 
is that the stockholders shall be sub- 
jected to tax and various means are 
available whereby that result can be 
brought about and yet cash needed 
for corporate purposes reserved for 
application to those purposes. The 
question whether this claim of the 
law’s advocates is or is not true in a 
practical sense is, as I view the mat- 
ter, the vital issue. Its consideration 
leads to the final division of this dis- 
cussion, namely: 
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ALTERNATIVE PROCEDURES AVAILABLE 
TO CORPORATE EXECUTIVES IN DEAL- 
ING WITH THE SURTAX ON UNDIS- 
TRIBUTED CORPORATE PROFITS 


I. Dividends in Cash. In cases 
where it is convenient to pay out in 
cash all of the net income for the 
year, I would suggest the following 
as the principal items in the corpo- 
rate executives’ problem: 


(a) An estimate, as accurate as 
possible, of the corporation’s tax- 
able net income for the year. And 
this estimate must be made suffi- 
ciently in advance of the close of the 
year to permit the corporate pro- 
cedure necessary to the authorization 
and payment of dividends before the 
close of the year. 

(b) Determination of the amount 
of the dividend to be paid. In this 
connection the following should be 
noted: 

1. It may be advisable to pay out 
more than is necessary on the basis 
of the estimated net income, because 
of the possibility that that estimate 
may prove to be too low as compared 
with the corporation’s final figure for 
purposes of return filed, and be- 
cause of the further possibility that 
on Bureau audit even the corpora- 
tion’s final figure may be increased, 
perhaps substantially. Any excess 
dividend paid, over the amount re- 
quired to secure immunity from the 
profits tax on the income as finally 
determined, will not be wasted since 
the Act provides for a carry-over to 
1938 and 1939 of any excess divi- 
dend paid in 1937. Wastage of the 
excess dividend will thus occur only 
in the event (which we hope is ex- 
tremely remote) that no earnings are 
realized in either 1938 or 1939. 

2. Furthermore in this connection 
it may be necessary, particularly in 
the case of small or closely held cor- 
porations, to consider the compar- 
ative situations of the corporation 
and its principal stockholders. Thus, 
suppose a majority of the stock of 
corporation X is held by a single 
stockholder, or a group of stock- 
holders, of large income paying, 
therefore, a very high rate of in- 
dividual tax; for example, in excess 
of 50 per cent. Obviously from the 
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viewpoint of immediate current tax 
expense it would be better, for those 
particular stockholders, that the cor- 
poration should withhold a part of 
its net income even though obliged 
to pay the corporate surtax (at rates 
ranging from 7 to 27 per cent.) 
rather than that such net income 
should be distributed in full with 
resulting individual taxes of more 
than 50 per cent. However, even in 
such cases the decision is not alto- 
gether simple. In particular two 
points must be considered: First, the 
rights of minority stockholders with 
‘comparatively small incomes and 
subject to relatively insignificant sur- 
tax rates. Is it fair to these small 
stockholders for the corporation (in 
order to protect the interests of its 
wealthy stockholders) to shoulder a 
tax liability at rates running from 7 
per cent. to 27 per cent. when the 
corresponding tax saving to the 
small stockholders is only 3 or 4 per 
cent. or in some cases nothing at all? 
Then, independently of the question 
of fairness, there is the question of 
possible legal liability. Will the di- 
rectors, in withholding distributions 
under such circumstances, render 
themselves liable to these minority 
stockholders for mismanagement or 
unfaithful management of the cor- 
poration’s affairs, dictated by the ad- 
vantage of the particular stockholder 
or group of stockholders? Of course, 
if the directors can demonstrate that 
distribution of cash would be more 
disadvantageous to the corporation, 
considered as a separate entity, than 
payment of the tax, there will be no 
liability for failure to distribute 
cash, but might there still be liability 
if it were reasonably obvious that the 
tax could have been avoided by dis- 
tribution in some form other than 
cash? Doubtless the answer to this 
question will depend upon the cir- 
cumstances of each particular case 
and also upon the way in which the 
local state law has developed. It is 
suficient for my present purpose 
merely to suggest that the possibility 
be borne in mind. 

3. Still another question: Even as- 
suming that it is to the interest of all 
stockholders, as well as of the cor- 
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poration considered as an entity, that 
part of the corporation’s net income 
should be retained, even at the ex- 
pense of additional corporate tax- 
ation, can the corporation defend 
such retention as against the penal- 
ties of Section 102 of the statute, 
imposing a special surtax on corpo- 
rations availed of for the purpose of 
preventing the imposition of the sur- 
tax upon shareholders through the 
medium of permitting earnings to 
accumulate? It may be that in view 
of the general surtax on undistrib- 
uted corporate profits there will in 
the future be little Bureau activity in 
the enforcement of Section 102. 
However, in a flagrant case doubtless 
that section will still be invoked, and 
if it is clear that a corporation whose 
controlling stockholders fall in high 
surtax brackets does not really need 
to accumulate any of its earnings, 
actual accumulation may result in 
the imposition not only of the surtax 
under Section 14, running from 7 to 
27 per cent., but in addition the sur- 
tax under Section 102, running from 
15 to 25 per cent. 

(c) A third duty of the corpo- 
ration executive is to provide for the 
actual payment of the dividend in 
time so that, in the ordinary course 
of the mails, it will reach all stock- 
holders on or before the close of the 
corporation's taxable year, normally 
December 31. In this connection, 
where dividends are paid very late in 
the year, it might be desirable to 
check the mailing addresses of all 
large stockholders to see that the 
mailing date is sufficiently early to 
cover them. If they do not in fact 
receive the dividend until 1938 the 
corporation will not be entitled, so 
far as their distribution is concerned, 
to the dividend credit. Thus, if one 
of your large stockholders happens 
to live in China you will not neces- 
sarily get the dividend credit with 
respect to him unless he actually re- 
ceives the dividend in 1937 and this 
would be true even if the dividend 
were mailed in time to reach him, but 
failed to do so because of disturbed 
conditions now existing in that coun- 
try. The mailing date merely creates 
a presumption of timely receipt. If 
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you have any cases of that sort it 
might be advisable to persuade your 
stockholder to appoint an agent in 
this country to receive the dividend 
for him. 


CAN REsOURCES BE CONSERVED 
AND TAX AVOIDED? 

II. Next pass to the cases where 
directors, while keenly desirous of 
avoiding the corporate surtax, and 
quite willing that their stockholders 
shall be fully taxed individually 
upon the corporate profits in order 
that the corporation may escape, are 
nevertheless convinced that the cor- 
poration’s resources should be con- 
served for corporate purposes. Are 
any means available whereby both 
objects can be attained—the re- 
sources conserved and also the tax 
avoided ? 

Well, occasionally a situation will 
be present where although distribu- 
tion is made in the form of cash, 
the cash can be recovered through 
voluntary pro rata recontribution from 
stockholders to surplus. Such cases 
will be exceptional and in general 
will be confined to small corpora- 
tions whose stock is closely held 
by a limited group (perhaps mem- 
bers of a family or group of inter- 
related families). The only technical 
suggestion which occurs to me for 
application in the few such cases 
which may arise is that there should 
be no binding agreement on the part 
of the stockholders to repay, in ex- 
istence at the time the dividend is 
paid, since such an agreement might 
have the effect of rendering the pay- 
ment itself ineffective as a taxable 
dividend and therefore as a corporate 
credit. 

III. Rights. Where stockholders 
are not prepared voluntarily to re- 
contribute distributed earnings pro 
rata, or are not financially able to do 
so after paying their individual sur- 
taxes, the most simple and easy pro- 
cedure, when conditions make it 
practicable, is the recovery of the 
amounts distributed through the is- 
suance, contemporaneously with the 
dividend distribution, of rights to 
subscribe for additional stock. Al- 
though this procedure, like that first 
described, involves the recontribu- 


tion of the distributions by the stock- 
holders who receive them, it is es- 
sentially different because it involves 
a compulsory rather than a volun- 
tary recontribution. That is, it is 
compulsory in the sense that the 
stockholders must either subscribe 
for the new stock under the rights, 
sell the rights to someone else who 
will subscribe, or else suffer a ma- 
terial loss in their investments. Ex- 
cept for one factor to which I shall 
refer in a moment—namely, the 
probable necessity for registration 
under the Federal Securities Act— 
this expedient of recovery through 
rights appeals to me as the most 
natural and satisfactory method of 
avoiding the corporate surtax and at 
the same time avoiding impairment 
of corporate resources. It does, of 
course, even aside from the matter 
of registration, involve some expense 
but that expense (assuming no un- 
derwriting is necessary) is not sub- 
stantial and constitutes no real handi- 
cap on the employment of the rights 
procedure. 

Undoubtedly you are all familiar 
with the machinery and operation of 
“rights,” but in order that we may 
have it clearly in mind take the fol- 
lowing case as an example: Cor- 
poration X has 100,000 shares of 
outstanding stock, having a par value 
of $10,000,000, and earning $1,000,- 
000. After paying the normal cor- 
poration tax the corporation has left 
approximately $850,000, of which 
amount its directors feel it should 
employ $500,000 in part for addi- 
tional plant and in part for retire- 
ment of indebtedness. In order to 
avoid the surtax the corporation, 
however, distributes to stockholders 
the entire $850,000 but at the same 
time issues to them rights to sub- 
scribe at $100 per share for 5,000 
shares, one new share for each 
twenty shares outstanding. If the 
stock is selling for an amount sub- 
stantially in excess of $100 per share 
practically all of these rights will be 
exercised. Accordingly by the rights 
procedure corporation X would 
avoid entirely any corporate surtax 
and at the same time (assuming com- 
plete exercise of the rights) it 
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would have available for its corpo- 
rate purposes the entire portion of 
its earnings, $500,000, which the di- 
rectors feel should be _ retained, 
minus only the expense of issuing 
the rights. 

In the foregoing I have omitted 
consideration of laws regulating sales 
of securities. Compliance with the 
state securities laws is, ordinarily, not 
a major burden, particularly in New 
England and most other northeastern 
states. But registration under the 
Federal Securities Act is a different 
matter and will be necessary, in many 
cases, before a corporation can issue 
rights to its own stockholders. Un- 
der the law registration is required 
before an issuer can make a public 
offering of its stock, subject to some 
exemptions including fairly broad 
exemptions for offerings aggregating 
less than $100,000 and an exemption 
(not very often available) for intra- 
state issues. 


OFFERING TO STOCKHOLDERS CON- 
STITUTES PUBLIC OFFERING 

It is generally considered that the 
ordinary corporate offering of stock 
to stockholders is a public offering 
within the meaning of the Act, and 
corporate procedure must be based 
on this view. Yet, if the number of 
stockholders is small, under some 
circumstances it may properly be 
considered that an offering to them 
will be private and not require reg- 
istration—a question to be decided 
on the facts of each case. 

Let us assume, then, the common 
case where an offering through 
rights exceeds $100,000, does not 
come within the intrastate exemption 
and cannot safely be considered pri- 
vate. In such cases the cost of regis- 
tration must be set down as an off- 
set, and often a substantial offset, to 
the advantage of escape from the 
corporate surtax through the issu- 
ance of rights. Moreover, in addi- 
tion to the expense problem there 
are also involved the questions of 
policy which arise in connection with 
registration. The registration re- 
quires divulging the corporation’s 
financial relationships with its 
officers, directors, and principal stock- 
holders. It also requires the disclos- 
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ure of much important business in- 
formation which certain corporations 
may prefer not to share with their 
competitors. Notwithstanding the 
foregoing, before rejecting the rights 
procedure as a solution for the prob- 
lem it should be noted that the ex- 
pense of an original registration is 
the substantial expense, and that 
once registration has been accom- 
plished additional costs for subse- 
quent years will be comparatively 
small although the tax saving will 
continue undiminished, assuming, of 
course, that the undistributed prof- 
its tax remains with us. Corpora- 
tions should also carefully consider 
whether they are not altogether likely 
to require registration in any event 
within the course of a few years, for 
purposes not connected with the tax, 
since I believe it is generally as- 
sumed (whatever may be the future 
of the undistributed profits tax) that 
the Securities Act is pretty likely to 
remain as a permanent part of our law. 

In some cases the conclusion may 
be reached that the rights procedure 
should be followed, and yet there 
may not be time to follow it before 
the end of the year, particularly if 
federal registration is required. In 
such cases, however, the corporation 
may be willing to pay the dividend 
in 1937 and rely upon recovery, 
through rights procedure, of such 
part as is deemed essential for the 
corporation’s welfare sometime dur- 
ing 1938. 


PROCEDURE THOROUGHLY 
EsTABLISHED 

Assuming the registration handi- 
cap is not present, or is not an in- 
superable obstacle, to what extent is 
the procedure by way of rights avail- 
able as a practical matter? I should 
suppose it was available in the case 
of most large and moderately suc- 
cessful corporations, with common 
stock having some fairly stable mar- 
ket, whether listed or unlisted, 
though even in such cases there 
would doubtless be times when the 
procedure would not be practically 
available on account of market con- 
ditions. The procedure itself is, of 
course, thoroughly established and 
well understood, and has actually 
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been used by many of our most im- 
portant corporations as the normal 
method of raising new capital. That 
is conspicuously true, for example, of 
the American Telephone & Tele- 
graph Company which, I believe, 
raised new capital from its stock- 
holders through the issuance of 
rights in an amount substantially in 
excess of the aggregate of all divi- 
dends paid during the last decade. 
Furthermore, during 1929 alone more 
than three billion dollars of corpo- 
rate capital is said to have been 
raised through the issuance of rights. 
I presume the method is not adapted 
to corporations with no well estab- 
lished market in which rights could 
be readily disposed of. Neither is it 
desirable in the case of corporations 
whose common stock has little in- 
vestment value or is subject to wide 
speculative fluctuations since rights 
issued under such _ circumstances 
might have a disastrous effect on the 
market position of the stock and 
might, for that reason, fail to pro- 
duce subscriptions and the return of 
the distributed cash. While these 
situations, to which the rights pro- 
cedure is not adaptable, may be fairly 
numerous I should suppose they 
would not be particularly important 
so far as concerns the aggregate in- 
come involved. 

The following rather important 
consideration should be borne in 
mind with respect to rights. Cor- 
porations which contemplate adopt- 
ing that procedure would be well ad- 
vised to make their plans fairly early 
in order that a favorable time may be 
selected for the issuance of the 
rights. If the matter is left until the 
end of the year it is quite possible 
that market conditions at that time 
will be such that an issue of rights 
would be highly inadvisable. 

IV. Dividends in Stock. The ques- 
tion of the circumstances under 
which dividends in stock are taxable 
or non-taxable, and therefore avail- 
able or not available as a dividend 
credit to the corporation, has be- 
come, in view of recent court deci- 
sions, particularly the decision of the 
Supreme Court in the famous Kosh- 
land case, somewhat complicated. 
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Until we get some clarifying deci- 
sions from the Supreme Court it is 
very difficult to determine with any 
confidence what stock dividends are, 
and what stock dividends are not, 
taxable to the recipient stockholders. 
It is quite clear of course that divi- 
dends in additional common stock 
paid to holders of common stock are 
not taxable and therefore are no 
good as a dividend credit. It seems 
probable (and recent decisions of 
lower tribunals so indicate) that div- 
idends in preferred stock issued to 
holders of common stock are non- 
taxable if prior to the dividend in 
such preferred stock there is no stock 
outstanding except the common 
stock which receives the dividend, 
and are taxable provided there is an 
issue of preferred stock, not senior 
to that in which the dividend is 
paid, already outstanding in the 
hands of the public, but definite con- 
clusions on either of these two points 
will not be warranted until the Su- 
preme Court declares the law fur- 
ther. Some of these decisions are now 
pending before the Supreme Court for 
its final adjudication. 

Probably you are fairly safe in is- 
suing a dividend in preferred stock 
where there is already outstanding in 
the hands of the general public a 
substantial issue of preferred stock 
of the same class as that in which the 
dividend is to be declared, or of a 
subordinate class. And even if your 
particular corporation has not such 
an issue of preferred stock already 
outstanding, perhaps you still have 
time before the end of the year to 
create and sell such an issue, and thus 
enable yourself thereafter to issue 
additional shares of the same stock 
as a dividend which you might with 
some degree of confidence expect 
would be held taxable to stockhold- 
ers and therefore would entitle the 
corporation to a credit. However, 
because of the present uncertainty as 
to the status of dividends in stock it 
would seem to me preferable, in 
cases where but for this uncertainty 
a dividend would be paid in pre- 
ferred stock, to pay the dividend in 
some sort of bond which could be 
classified as a corporate obligation 
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and yet would be little more of a 
burden upon the corporation’s credit 
than would an issue of preferred 
stock. This leads naturally, there- 
fore, to the next sub-division—Divi- 
dends in Corporate Obligations. 

Before leaving the subject of stock 
dividends, however, brief mention 
should be made of one interesting 
possibility which has been suggested 
—namely, the payment of a dividend 
in part-paid stock, this dividend to 
be followed shortly thereafter by a 
cash dividend accompanied by a call 
on the stockholders for payment of 
the unpaid portion of the stock pre- 
viously issued as a dividend. I am 
going to confine myself to a mere 
mention of this expedient because I 
have had no occasion to analyze it 
carefully or to apply it in practice. 
Issuance of part-paid stock is not, I 
understand, at all common in this 
country and possibly some practical 
difficulties might be encountered. In 
any event its employment would re- 
quire the careful consideration of 
local state law. Clearly stockholders 
could not be compelled to accept a 
dividend in part-paid stock, because 
of the liability attached to it, and if 
some accepted and some did not, the 
difficulty of a dividend lacking 
equality and therefore not qualify- 
ing as a credit under Section 27, 
would be encountered. Aside from 
this difficulty, however, it would 
seem, upon superficial consideration, 
to be sound. In its practical work- 
ing it bears a close resemblance to 
the employment of rights to sub- 
scribe for new stock accompanying 
the payment of a cash dividend. As 
in the case of rights, however, there 
must be considered the requirements 
for registration under the Federal 
Securities Act. 

V. Dividends in Corporate Obli- 
gations. The statute definitely rec- 
ognizes, in Section 27 (d), that cor- 
porations obtain a dividend credit 
for dividends paid in their own ob- 
ligations. 

It might seem that the issue of 
corporate obligations as a dividend 
has little advantage as compared with 
payment of the dividend in cash ac- 
companied by the sale of the corpo- 





rate obligation to the investing pub- 
lic for an equivalent amount of cash. 
However, the obligation dividend has 
in fact a number of advantages. In 
the first place, the expense of selling 
to the investing public is often quite 


substantial and that expense is 
avoided by the issuance of the bonds 
as a dividend to stockholders. In 
the second place, if bonds are sold 
to the public they must, in most cases, 
be registered under the Federal Se- 
curities Act, whereas issuance of the 
bonds as a dividend involves no re- 
quirement of registration. In the 
third place, if the bonds decided 
upon should be bonds of a somewhat 
anomalous character—such as income 
bonds—it might be difficult to sell 
them publicly and an unsuccessful at- 
tempt to sell them might be injurious 
to the corporate credit, and yet the 
bonds might have a very substantial 
market value, close to their face value, 
which would not be questioned if 
they were distributed through the 
easy medium of dividend to stock- 
holders. The less stable and secure 
a bond may be the more difficult and 
the more expensive will be its distri- 
bution in ordinary channels, and at 
the same time the more attractive it 
might be as a medium for dividend 
payment. 


SUBSTITUTE FOR DIVIDENDS 
IN STOCK 


An interesting feature of this al- 
ternative—payment of dividends in 
the form of corporate obligations— 
involves their treatment as a practical 
substitute for dividends in stock. Of 
course, if ordinary stock dividends 
were taxable to the recipient stock- 
holders the ideal way to deal with 
the surtax problem would be by dis- 
tributing earnings in the form of 
stock. By that means the corpora- 
tion could avoid the tax and at the 
same time both keep its cash and 
property resources undiminished and 
also avoid disturbing its credit posi- 
tion by the issuance of obligations 
which might prove a serious burden 
later. That avenue is closed by rea- 
son of the fact that the ordinary 
stock dividend is held not to be tax- 
able to the stockholders who receive 
it, from which it follows that it does 
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not qualify as a corporate credit 
against the surtax. 

Now to what extent is it possible 
to obtain, through some sort of cor- 
porate obligation, a result approxi- 
mating the satisfactory practical 
result which might be obtained 
through stock dividends if such di- 
vidends were taxable to the stock- 
holders? Well, I suggest for con- 
sideration the following: a bond 
having a remote maturity date—for 
example 50 years; convertible into 
stock at the option of the holder; 
with interest payable currently only 
if earned. Such an obligation, usu- 
ally called an income bond, would be 
only slightly more burdensome than 
preferred stock. Of course, care 
must be taken that the bond has the 
fundamental characteristics of an ob- 
ligation and could not therefore be 
classified as in reality a preferred 
stock. However, I believe the de- 
scribed security would clearly be con- 
strued as a corporate obligation un- 
der the numerous decisions in this 
field. As to the conversion feature, 
presumably the basis of conversion 
should not be such as to make con- 
version immediately profitable, at the 
very time of issue, since that would 
obviously invite attack. Further- 
more if the dangerous area is to be 
avoided the interest payments, al- 
though not currently payable except 
out of earnings, should be payable in 
any event on maturity of the princi- 
pal. 

There is of course nothing in the 
use of an obligation of the type de- 
scribed—that is, an obligation which 
although in truth an obligation never- 
theless resembles stock—even re- 
motely approaching tax evasion. It 
should be remembered that the fun- 
damental purpose of this law is to in- 
duce distribution of corporate profits 
to stockholders in order that the 
stockholders may be taxed and taxa- 
tion of the corporation is merely in- 
cidental to, and a means to, the ac- 
complishment of that end. The 
Government as tax collector would 
welcome the opportunity to tax stock 
dividends themselves and is pre- 
vented from doing so only by the 
Supreme Court. Accordingly the 
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employment of a security which, 
though bearing a remote resemblance 
to stock, is nevertheless taxable upon 
receipt by the stockholders, repre- 
sents cooperation with the Govern- 
ment as tax collector and with the 
objectives of this tax law rather than 
their frustration. 


UNSATISFACTORY ELEMENT IN 
CAPITAL STRUCTURE 

The real objection to bonds of this 
type, so far as there is any objection, 
is quite different, and results from 
the hybrid nature of the security it- 
self, which makes it, from the view- 
point of most corporate executives, 
an unsatisfactory element in the capi- 
tal structure. In spite of this en- 
tirely justifiable attitude, I am dis- 
posed to believe, if the surtax on un- 
distributed profits remains as a per- 
manent part of our tax system, that 
we will see a substantial increase in 
such obligations and that in certain 
situations they may be found highly 
useful and not particularly objection- 
able. 


OPTIONAL OR ELECTIVE DIVIDEND 

VI. The last procedure available and 
requiring consideration is the so-called 
optional or elective dividend. The em- 
ployment of this procedure is suggested 
by a new subdivision of the 1936 Act, 
Section 115 (f) (2), providing that 
where a dividend is payable, at the 
election of any of the shareholders 
(whether exercised before or after the 
declaration), either, on the one hand, 
in tax exempt stock or, on the other 
hand, in money or any other property, 
including taxable stock, such dividend 
shall be taxable even in the case of 
those stockholders who elect to take 
stock which if taken without election 
would be tax exempt in their hands. 

In other words, suppose a corpora- 
tion would like to pay a dividend to 
its common stockholders in common 
stock. It is prevented from doing so, 
however, because of the fact that such 
a dividend would be tax exempt in the 
hands of the stockholders and there- 
fore would not give the corporation 
any credit against its undistributed 
profits tax. Under these circumstances 
if the corporation offers to its stock- 
holders an election to receive the divi- 
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dend in cash or in stock then under 
Section 115 (f) (2) that dividend 
will be taxable to the stockholders, 
even if they all elect to take, and do 
take, stock, and accordingly the amount 
of the dividend will also constitute a 
credit for the corporation against the 
undistributed profits tax. 

There may be some question as to 
the constitutionality of this provision. 
Aside from that possibility, however— 
and it is probably fair to regard it as 
distinctly remote—this provision opens 
up some interesting possibilities, al- 
though upon close examination it ap- 
pears not to be quite as useful as might 
seem at first sight. If the corporation 
could be sure that all, or a large pro- 
portion, of its stockholders would elect 
stock, the matter would be simple. 
However, in cases where stockholders 
would elect to take stock instead of 
cash in an amount fully equal to the 
market value of the stock, the optional 
dividend really would not be necessary 
because in such cases those same stock- 
holders could presumably be relied 
upon to receive a cash dividend and 
immediately reinvest it in stock. Even 
on that assumption, however, the op- 
tional dividend has a decided advan- 
tage in many cases due to the fact that 
the issue of a cash dividend followed 
by the use of the cash to purchase new 
stock would be a sale requiring regis- 
tration, whereas procedure under the 
optional dividend plan would not in- 
volve a sale and would not require 
registration provided care is taken in 
the drafting of the dividend vote. (See 
opinion of counsel to the Securities and 
Exchange Commission, S. E. C. Release 
No. 929.) 

This optional dividend procedure re- 
quires, I think, rather careful han- 
dling. It does not appear in that part 
of the law which deals with the surtax 
on undistributed profits, and it may 
have been inserted into the 1936 Act 
with no thought of its employment as 
a method of dealing with that tax. 
However, I believe there can be no 
doubt that any divided taxable to 
stockholders under Section 115 of the 
Statute will qualify as a credit for 
dividends paid under Section 27 unless 
it runs counter to subparagraph (g) of 
that Section as being a preferential or 
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unequal distribution (of which more 
will be said later). But it should be 
noted that dividends of this sort—op- 
tional dividends—have been extremely 
rare in general corporate practice, so 
that corporate executives and their at- 
torneys have little by way of experi- 
ence or legal precedent to guide them. 
In all cases the corporation laws of the 
state in which the corporation is or- 
ganized should be carefully scrutinized. 
Furthermore, care should be taken to 
give the stockholders full information 
as to the basis of election and ample 
time within which to make it. 

It might be assumed, on casual con- 
sideration, that the election of stock in- 
stead of cash could be practically in- 
sured by making the stock election 
more attractive than the cash election. 
However, would such a dividend be 
truly elective within the statutory pro- 
vision? Suppose corporation X offers 
its stockholders $2 in cash or a frac- 
tional interest in stock having an estab- 
lished market value such as to give the 
fractional interest a value of $3. Would 
this be a case where the corporation's 
distribution was payable “either in 
stock or in money?’ I should think it 
very doubtful because so far as the dis- 
tribution is a distribution in stock it is 
a $3 distribution and there is no elec- 
tion to receive $3 in cash. I should be 
a good deal afraid, in such a case, that 
the stockholder could insist that such 
a dividend was a true, non-taxable 
stock dividend for those stockholders 
who did in fact receive the stock, and 
the converse of that would be, of 
course, that the corporation would re- 
ceive no dividend credit. 

An interesting provision of the stat- 
utory section establishing elective divi- 
dends is the provision that the election 
may be exercised either before or after 
the declaration of the dividend. Does 
this mean that directors may, without 
committing themselves to any dividend 
declaration, notify stockholders of their 
intention subsequently to declare a 
dividend payable either in cash or in 
stock and require of stockholders an 
election between the two alternatives, 
and thereafter either declare the divi- 
dend or refrain from declaring it, de- 
pending upon the extent to which 
stockholders choose stock? Or does 
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this provision require that the directors 
shall commit the corporation to divi- 
dend payment, postponing merely the 
declaration of the amount to be paid, 
on the one hand in cash, and on the 
other hand in stock, until stockholders 
have indicated their preferences ? 

Then there is another difficulty. 
There are some cases in which a cor- 
poration may not be entitled to a divi- 
dend credit in spite of the fact that 
stockholders are subject to taxation. 
That is because of the provision of 
subdivision (g) of Section 27 denying 
the dividend credit in any case where 
the distribution is not “‘pro rata, equal 
in amount, and with no preference to 
any share of stock as compared with 
other shares of the same class.”” Now 
suppose the case put, where an election 
is given to take stock having an actual 
value of $3 or cash in the amount of 
$2. Even assuming that the Bureau 
would concede that this was an elective 
dividend under Section 115 (f) (2), 
might they not nevertheless assert, pro- 
vided some stockholders elected to take 
the $2 in cash as against election by 
others of the stock worth $3, that the 
distribution was not “equal in amount”’ 
as among the various shareholders ? If 
the Bureau could effectively take this 
position it might collect the tax from 
the stockholders and at the same time 
deny the corporation its dividend 
credit. 


REAL ELECTION Must Exist 


Or suppose corporate directors de- 
clare a dividend, say on November 1, 
payable on December 1, to stockhold- 
ers of record November 15, and pay- 
able, according to the election of stock- 
holders, either in a specific amount of 
cash or in stock determined by a 
method which gives exact equivalence 
to the two options on the basis of the 
then, November 1, market value of the 
stock. Assume, also, that stockholders 
are given an opportunity to exercise 
their election at any time on or prior 
to November 25. It may well be that 
because of a decided rise or fall in the 
market value of the stock between 
November 1 and November 25, there 
will exist no real election at the time 
when the election becomes final—i.e., 
November 25—the stock option being 


then worth either so much more or so 
much less than the cash option that 
every intelligent stockholder will neces- 
sarily make the same choice. The ques- 
tion is whether such a dividend would 
be a true elective dividend within the 
statutory provision. To avoid difficul- 
ties of this sort it would seem to be 
necessary that the election should be 
made in advance so that the amount of 
stock to be received by those electing 
stock should be the amount purchas- 
able on a subsequent date with the 
amount of the cash option, pursuant to 
the market value of the stock on such 
subsequent date. But even if this form 
of dividend be adopted there are still 
more puzzling questions. 

Thus, suppose corporation X on 
November 1 declares a dividend pay- 
able on December 1, either $5 in cash 
or an amount of stock purchasable with 
$5 at the market price of the stock on 
November 15 (with adjustments neces- 
sary for the payment of cash to those 
who elect cash), election to be made 
on or before November 15, and with 
provision that stockholders registering 
no election shall receive stock (this 
last feature being permissible under the 
Commissionet’s regulations) . 

Let us assume that on November 15 
the adjusted market value of the stock 
is $50 a share with the result that 
shareholders who have elected to take 
stock rather than cash (or who neglect 
to elect either) received one-tenth of 
a share of dividend stock in respect of 
each share originally owned. Now that 
would seem to be all right and to be a 
true elective dividend as defined by the 
statute, and taxable to the stockholders 
receiving it. But suppose between No- 
vember 15 and December 1 the stock 
rose rapidly in value and acquired a 
market value of $75. On that assump- 
tion when the dividend was actually 
distributed on December 1 sharehold- 
ers electing stock would receive stock 
having a value per old share of $7.50, 
whereas those electing cash would re- 
ceive exactly $5. Under those circum- 
stances could the corporation be re- 
fused the dividend credit on the ground 
that the “distribution” was not “equal 
in amount?” There might be particular 
danger in this connection if some large 
stockholder, or group of stockholders, 
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who had elected to take the dividend in 
stock should find it worth their while 
to raid the market on November 15 in 
order to depress the apparent market 
value of the stock on that day in order 
to get a larger amount of stock upon 
distribution of the dividend pursuant 
to their election. 


SAFE IF REAL ELECTION Is SOUGHT 


Perhaps these dangers with respect 
to elective dividends are somewhat 
fanciful but they bother me. If an elec- 
tive dividend is to be paid it would 
seem to me desirable that the date for 
the establishment of the equivalence 
between the cash and the stock should 
be a date as closely as possible approxi- 
mating the date for actual payment of 
the dividend, just long enough before 
to furnish time for the mechanics of 
distribution. If under such circum- 
stances the evidence indicates that an 
honest effort has been made, in good 
faith, to supply a real election, without 
the exercise of pressure in the direction 
of stock, I should suppose that no con- 
tention would be made that the divi- 
dend credit was not obtained even 
though in fact there was some slight 
difference in the value of the cash and 
the stock actually distributed pursuant 
to such election. 

The foregoing discussion of the elec- 
tive dividend has assumed that the op- 
tion would be between stock and cash. 
However, there would seem to be no 
reason why the option should not be 
between stock and some form of cor- 
porate obligation. An elective dividend 
of this sort (between stock and obliga- 
tions) opens up some very interesting 
possibilities. However, it also intro- 
duces additional complications with re- 
spect to the determination of equiva- 
lence in value since the bonds would 
certainly have no established market, 
and further complications in the matter 
of equality of distribution for the pur- 
pose of compliance with section 27 
(g), which denies the corporate credit 
to any distribution, which is not equal 
in amount as among all stockholders. 
Accordingly, in the present compara- 
tively undeveloped state of the law and 
its construction it would seem wise for 
those interested in elective dividends to 
confine themselves to an election be- 
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tween stock and cash, since even then 
many puzzling problems are presented. 


IN CONCLUSION 

It is too early, of course, to pass 
final judgment on the wisdom and 
justification, or lack of wisdom and 
justification, of a law embodying so 
fundamental a change in tax policy 
and taxpayer procedure as that em- 
bodied in the 1936 surtax on undistrib- 
uted profits. Some of the condemna- 
tion of the law comes, it must be 
conceded, from those who, by reason 
of its operation, are subjected to 
greatly increased taxation, and this is 
natural and inevitable when one con- 
siders the extraordinarily high rates— 
ranging up to 79 per cent. in the 
topmost bracket—to which large in- 
dividual incomes are subjected. The 
legitimate ground of opposition here, 
however, is not to the tax which forces 
distribution of corporate income but 
rather to the confiscatory character of 
the rates which are applied to such in- 
come when distributed. But in addition 
to opposition from this source, the law 
is also bitterly and sincerely condemned 
by many who have no personal motive 
but who believe the law unsound in 
conception and disastrous in its prac- 
tical effects upon business policy and 
administration. 

On the other hand, the law is sup- 
ported and defended on the ground 
that it is essential to any scientific ap- 
plication of a tax based on graduated 
rates applied to varying ability to bear 
tax burdens, and the law is further 
supported on the ground that many of 
the objections to it can be met by 
remedial amendments consistent with 
its fundamental purposes, and that the 
cases of unavoidable hardship which 
will still remain under the operation of 
the law are exceptional rather than 
typical. This last view is well expressed 
in the following statement from an 
address delivered within the past ten 
days by Arthur H. Kent, assistant gen- 
eral counsel of the Treasury Depart- 
ment: 

“If it [the law] is sound in princi- 
ple, it cannot be successfully im- 
peached because its application 
gives rise to some individual cases 
of hardship. It must be weighed on 
the scales of general tendencies, 
and on the basis of the net balance 
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of its effects upon the public weal, 
not by a recital of particular in- 
stances of a sort which may follow 
any important change in the direc- 
tion of public policy. If the princi- 
ple of the tax is sound, the nation 
will in due course make the changes 
in corporate financial practices and 
methods which adaptation to it re- 
quires.” 


Presumably, as with most contro- 
versies, the truth lies somewhere be- 
tween the extremes of these conflicting 
positions. Meanwhile, whatever may be 
our personal views as to the virtues or 
vices of the law, it is the law and cor- 
porate executives must, as Mr. Kent 
suggests and as we have attempted to 
do this afternoon, consider with care 
those changes in corporate practices 
and methods which adaptation to it 
requires. 

Finally, it should always be borne 
in mind that the fundamental ques- 
tion presented by this law is not so 
much a question of the amount of 
the tax burden to be imposed as it is 
a question of the location of that 
burden. As of the present date it 
appears to be probable that in the 
impending Revenue Act of 1938 we 
shall have either (1) an attempt to 
make the tax on undistributed cor- 
porate profits even more effective 
than it now is, for the purpose of 
forcing distribution to stockholders 
with, very likely, as a means to that 
end, an increase in rates applicable to 
profits not distributed (and possibly 
with a decrease in the normal tax ap- 
plicable to corporate income irrespec- 
tive of distribution), or else (2) an 
increase in the normal rates appli- 
cable to corporate income irrespec- 
tive of distribution. 

If the choice were the simple one, 
between elimination of the tax and 
its retention, the tax law otherwise 
to be left unchanged, we might, per- 
haps, be unanimous in favor of elim- 
ination. But if elimination means an 
increase in normal corporation taxes 
whereas retention means an absence 
of such increase, or even a decrease, 
the choice is not so easy. 

“I enjoyed these meetings immensely and 
you should know that on every side there 
were compliments on the meeting. You 
and your committee did a splendid job.” 


Excerpt from letter from Mr. E. L. Olrich, 
of Munsingwear, Inc. 












How Companies May Make Statements 
More Illuminating to Stockholders 


Chief Accountant To Securities and Exchange Commission Makes Definite Suggestions— 
Much Material Filed With Commission Omitted From Published Statements—Sales and 
Cost of Sales, Operating Statements, Non-Cash Expenses—Paper by CARMAN G. BLouGH. 


— suggestions as to how 
business concerns may make their 
published financial statements more il- 
luminating to stockholders than in the 
past, and an earnest plea that com- 
panies include additional information 
in their reports to stockholders, were 
presented in a paper given by MR. 
CaRMAN G. BLouGu, chief accountant 
to the Securities and Exchange Com- 
mission, before the members of THE 
CONTROLLERS INSTITUTE OF AMER- 
IcA at their Sixth Annual Meeting, 
October 4 and 5, at the Waldorf-As- 
toria Hotel, New York City. 

Specific recommendations as to what 
should and should not be done in keep- 
ing the accounts of a corporation and 
in handling certain types of charges 
and credits, were made by Mr. Blough. 
In response to many requests his paper 
is published at once, for the benefit 
of controllers and public accountants 
alike. 

Mr. BLOUGH Zs a certified public 
accountant, an educator, and was at one 
time budget director of Wisconsin. His 
work with the Securities and Exchange 
Commission has attracted much atten- 
tion and favorable comment. The title 
of his paper, as presented to THE 
CONTROLLERS INSTITUTE OF AMER- 
IcA, was ‘Some Problems in Presenta- 
tion of Financial Information to In- 
vestors.”’ 

—THE EDITor. 


The constantly expanding capital 
requirements of industry and the ac- 
companying increase in the number 
of investors in corporate securities 
have resulted in countless thousands 
of security holders who have little or 
no part in management. 

It is well known that effective con- 
trol of most large American corpora- 





tions is not exercised by the stock- 
holders who, together, own a major- 
ity of the stock. On the contrary, 
the control is usually exercised by a 
relatively small group commonly re- 
ferred to as “The Management.” 

The average stockholder today 
casts his vote by proxy, or he does 
not vote. Most small stockholders 
can not attend the annual meeting. 
Those who do attend are likely to 
find themselves ignored or ruled out 
of order if they attempt to voice an 
opinion concerning the policies of 
the management. 

The practical effect of this is that 
the principal judgment the average 
stockholder has to make is much the 
same as that which faces the bond- 
holder, i.e. shall he buy, hold, or sell. 
The financial data upon which the 
present investor has to base his deter- 
mination to hold, sell, or buy more 
of the company’s securities and upon 
which the prospective investor has to 
decide whether to part with his 
money, must come from the manage- 
ment. From this data he must satisfy 
himself as to the financial condition 
of the enterprise and the successful- 
ness of its operations. 

Under these circumstances, the in- 
vestor certainly is entitled to a com- 
plete and accurate exposition of the 
affairs of the company and the re- 
sults of its operations for a reason- 
able period. 

Some managements have been very 
conscientious in the presentation of 
pertinent information to present or 
prospective investors in the securi- 
ties of their companies. In their 
prospectuses and in their regular an- 
nual reports, often supplemented by 
regular interim reports, they have 


sought to inform the investors as 
fully as possible. Unfortunately, 
however, the managements of other 
companies have not been as careful 
in this respect as they should have 
been, while still others have deliber- 
ately withheld or misrepresented 
facts that are essential to a sound in- 
vestment judgment. 


SIGNIFICANT INFORMATION 
OMITTED FROM PUBLISHED REPORTS 


Some companies have filed infor- 
mation of major significance with the 
Securities and Exchange Commission, 
where it is a matter of public record, 
but have omitted it from their pub- 
lished reports. The apparent conclu- 
sion is that such managements do not 
wish their investors to be informed. 

One of the primary purposes of 
both the Securities Act of 1933 and 
the Securities Exchange Act of 1934 
is to bring about the dissemination 
of significant information to inves- 
tors and prospective investors. The 
truth, the whole truth and nothing 
but the truth comes very close to ex- 
pressing the aims of these Acts with 
respect to furnishing financial infor- 
mation. However, it must be recog- 
nized that the data filed with the Se- 
curities and Exchange Commission is 
not intended to supplant the annual 
report of the corporate management 
to its security holders. Of necessity, 
the information filed in the annual 
reports to the Commission does not 
usually go directly to the individual 
investor. Although available to all, 
it must be examined in one of the 
Commission’s offices or a fee must be 
paid for obtaining photostatic copies. 
This makes it practicable for institu- 
tional and other large investors, se- 
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curity-rating houses, security analysts 
and investment consultants to obtain 
the information directly, but the ef- 
fort or expense is prohibitive to the 
smaller investor. He, in turn, ob- 
tains the benefits indirectly through 
the greater accuracy and helpfulness 
of the reports of investment counsel, 
rating agencies, and the like. For 
any intimate and detailed report re- 
garding the affairs of the corporation 
the smaller investor must depend 
upon the company’s annual reports 
to its stockholders. It is hoped that 
the increased amount of information 
now being filed with the Commis- 
sion will raise the caliber of the an- 
nual reports of registered companies 
and that those companies not filing 
with the Commission will tend to 
keep step. 

As controllers, you are responsible 
for the preparation of the basic fi- 
nancial data included in the prospec- 
tuses and annual reports of your 
respective companies. It has been 
my experience that men in your po- 
sitions are usually on the side of 
those wishing to include more com- 
plete and helpful information in case 
there is any difference of opinion 
within the management. Accordingly, 
I am certain that the large majority 
of you are very much interested in 
anything that will improve the use- 
fulness of published financial infor- 
mation to your investors. 

Not many years ago accounting au- 
thorities spoke of the balance sheet 
as “the most important accounting 
statement.” Today, the balance sheet 
has lost some of its prestige and, ac- 
cording to the American Institute of 
Accountants, “it is generally recog- 
nized that earning capacity is of vital 
importance and that the income ac- 
count is at least as important as the 
balance sheet.” As long ago as Sep- 
tember, 1932, a committee of the In- 
stitute said, “. . .. the income ac- 
count is usually far more important 
than the balance sheet.” This shift 
in the emphasis placed on financial 
statements is largely due to the sig- 
nificance that has been placed on 
earning capacity in valuing corporate 
securities. 

Because of the major importance 


attached to the Profit and Loss State- 
ment and the Statement of Surplus, I 
shall comment chiefly on matters 
relating to them. 


DISCLOSURE OF SALES AND COST 
OF SALES 


Despite the increased importance 
attached to the income accounts, some 
concerns disclose little more than 
earnings per share in reports to stock- 
holders. Earnings per share must 
not be confused with earning capac- 
ity. Disclosure of earnings per share 
is a bare statement of past results and 
can not be considered a reliable guide 
to the future. Judgments formed by 
analysts, investment counsellors and 
financial writers are based mainly 
upon forecasts of earning capacity. 
In making a calculation of this na- 
ture it is essential that the investor 
have complete information regard- 
ing not only the results of past op- 
erations but also the manner in which 
such results were obtained. 

An analyst’s forecast is prepared, 
in many respects, in a manner simi- 
lar to a company’s budget. The start- 
ing point is sales. As a student of 
business and economic conditions the 
analyst first forms opinions regard- 
ing the trends of business in general 
and within specific industries; then 
he translates his opinion into a fore- 
cast of the sales volume that a par- 
ticular company should obtain. In 
order to forecast sales volume, the 
analyst must have a record of the 
company’s past sales. 

The trends of wage rates and ma- 
terial costs are readily available. By 
measuring past costs in terms of pres- 
ent cost trends, the analyst may esti- 
mate the cost of anticipated sales. 
Here again, the forecast is based 
upon historical facts. 

When anticipated sales and cost of 
goods sold have been calculated in 
this manner, the profit remaining 
after deducting all expenses from 
sales—in other words, the earning 
capacity—can be forecast with rea- 
sonable accuracy if there is a suffi- 
cient break-down of the expenses of 
past years to afford a basis for pro- 
jecting them into the future. On the 
other hand, if a forecast is, of neces- 
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sity, based only on the amount of net 
profits reported for prior years, it 
will be of very little value. 


ARGUMENTS AGAINST DISCLOSURE 
OF SALES 


The management and the control- 
ling stockholders of a company have 
access to all the facts, whereas the 
other interested investors, as previ- 
ously mentioned, must depend upon 
the management to furnish them 
with the necessary data. In numer- 
ous instances the management has 
been unwilling to disclose such perti- 
nent information as sales and costs 
of goods sold, and there are plenty 
of instances in which they have re- 
fused to do so. The arguments most 
frequently advanced in such cases are 
that disclosure of such information 
may damage the competitive position 
of the company or subject it to seri- 
ous pressure from customers. I find 
it difficult to give credibility to these 
arguments in most cases. 

It is common knowledge that com- 
petitors often have more information 
concerning each other than is dis- 
closed in the best of reports to stock- 
holders. Some of this is obtained 
from private or secret sources and 
some from an astute use of public 
sources. Quite often, information 
may be obtained from state franchise 
and income tax reports. Competi- 
tors and customers to whom the in- 
formation is important can afford to 
take the time and trouble to get it 
from these and other sources. The 
ordinary investor can not. 

A company’s cost accountants can 
prepare reasonably accurate cost esti- 
mates of other companies’ products 
and, as selling prices are not secret, 
the per cent. of gross profit realized 
on sales also can be estimated. Sales- 
men, through their contacts with the 
trade, usually have a pretty fair 
idea of the proportion of the market 
supplied by the products of their 
competitors. Upon this and other 
available data the sales volume of 
competitors can be approximated. 

Frequently, the officers and direc- 
tors of a company act as directors of 
other companies or of banking or in- 
vestment houses and through such 
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dual capacities obtain confidential 
data relating to competitors. No 
doubt many of you know of in- 
stances where the management of 
one concern, through cost studies, 
market surveys, interchange of em- 
ployees, interlocking directorates or 
other sources, has obtained confiden- 
tial information regarding other com- 
panies. Under such circumstances it 
is difficult for me to attach great sig- 
nificance to the usual protests against 
revealing such basic financial data as 
sales and cost of sales. 


TREND AWAY FROM SECRECY 


The trend for years has been away 
from keeping significant financial 
data secret. When public participa- 
tion in corporate stock and bond is- 
sues was first solicited on a large 
scale, managements were inclined to 
consider operating data as private in- 
formation to which they alone were 
entitled despite the fact that in many 
instances they owned only a small in- 
terest in the enterprise. Since then 
there has been a steady improvement 
in corporate reports although there 
is still much to be desired by inves- 
tors who are outside of the manage- 
ment group. The insider has the 
benefit of all corporate information, 
including current reports of earnings 
before they become public knowl- 
edge, and budgets of future periods. 
Some inequities are of necessity 
bound to continue but at least the 
outside investor should be given all 
the useful information that reason- 
ably can be given. 

It is estimated that in 1920 less 
than 15 per cent. of the manufactur- 
ing, merchandising, extractive and 
service companies whose securities 
are now listed on the New York 
Stock Exchange disclosed both sales 
and cost of sales in published re- 
ports, although the form recom- 
mended by the Federal Reserve 
Board in 1917 and other forms rec- 
ognized by accounting authorities at 
that time were designed to provide 
for the disclosure of such informa- 
tion. In fact, more then 25 per cent. 
of this group of companies did not 
even publish statements of profit and 
loss for 1920. In order to determine 
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the trend in the form of statements 
of profit and loss, we made a study 
of the annual reports to stockholders 
by a sample group of industrial com- 
panies for the years 1920, 1925, 1930, 
1932, 1934 and 1936. 

Of the statements examined for 
1920, 11 per cent. disclosed sales and 
cost of sales; 35 per cent. disclosed 
sales. The statements disclosing sales, 
or sales and cost of sales, increased 
in each of the years considered, ex- 
cepting 1932. Approximately 40 
per cent. of the statements for 1936 
disclosed sales and cost of sales and 
75 per cent. disclosed sales. The in- 
crease in statements disclosing sales 
and cost of sales in 1936 over 1934 
may be due largely to the influence 
of the Securities and Exchange Com- 
mission. However, it is apparent 
that there was a trend toward greater 
disclosure of operating data in state- 
ments of profit and loss long before 
the enactment of the Securities Ex- 
change Act of 1934. This trend re- 
flects the increase in public participa- 
tion and public interest in security 
transactions in industrial enterprises 
that has been experienced since the 
beginning of this century. 

Information with respect to sales 
and cost of sales is available in the 
public files of the Securities and Ex- 
change Commission for practically 
all registered companies. Obviously, 
many companies that have filed this 
information have not disclosed it in 
their annual reports to stockholders. 
Because of this practice the New 
York Stock Exchange has found it 
advisable to prepare a form letter re- 
lating to the items of sales and cost 
of sales, pointing out that “‘since the 
information is now available to any- 
one else interested, we feel that it 
should be made known to stockhold- 
ers to whom it is of great conse- 
quence.” 


OPERATING STATEMENTS FOR 
PROSPECTUSES 


There has been considerable dis- 
cussion regarding the proper method 
of preparing a series of profit and 
loss statements for prospectus pur- 
poses. Three possible methods oc- 
cur to me. First, statements may be 
submitted in the form in which they 





were included in the annual reports 
to stockholders without submitting 
additional comments, reconciliations, 
or adjustments to indicate the results 
of subsequent events affecting the in- 
dividual years for which statements 
are included. For example, suppose 
a company infringed a patent in 1933 
and in 1935 was forced to pay as 
damages the profits resulting from 
the infringement. The infringement 
having been unknown in 1933, no 
charge would have been made 
against income in the annual report 
for that year to provide for the dam- 
ages. In 1935 when the damages 
were determined and paid, the charge 
would have been made to surplus on 
the ground that the expense was at- 
tributable to prior years. Under 
these circumstances, if the profit and 
loss statements used in a prospectus 
were the same as those used in the 
annual reports, they would not show 
the actual net profits for the three 
years’ period. A substantial amount 
would have been charged to surplus 
and the income statements would 
carry no notice of what had hap- 
pened. 

The second method is identical 
with the first except that under it the 
1933 statement would be accompa- 
nied by foot notes, or parenthetical 
statements would be inserted, ex- 
plaining the effect of the 1935 ad- 
justments on the 1933 income. 

The third method would be to ad- 
just the profit and loss statement for 
1933, including in it the proper 
charges for the damages attributable 
to that year. 

The first method seems to me to 
be quite unsatisfactory. It is known 
at the time the prospectus is pre- 
pared that profits for 1933 were over- 
stated and that these particular 
charges to surplus in 1935 were 
chargeable against the earnings of 
1933. Accordingly, it would appear 
that the statement for 1933 should 
present the corrected figures. The 
choice is then narrowed to the sec- 
ond and third methods. To the gen- 
eral investor the third method would 
seem preferable, for unless he is rea- 
sonably skillful in accounting tech- 
nique he is unable to adjust the fig- 
ures to reflect the correct result. 
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SIGNATURES TO REVISED STATEMENT 
DIFFICULT To OBTAIN 


On the other hand, there have been 
objections to this third method. Di- 
rectors and officers who have pre- 
viously signed an annual report con- 
taining financial statements, prepared 
at the close of the year to give effect 
to all the then-known information 
available, and the auditors who have 
certified to such statements, are some- 
times reluctant subsequently to sign a 
prospectus or a registration state- 
ment showing a different net income 
for the same year. When proper 
care has been taken in the prepara- 
tion of the annual report and subse- 
quent unforeseen events necessitate 
adjustment, I feel certain officers and 
directors have little need to be appre- 
hensive in subsequently signing state- 
ments that differ from the annual re- 
port, provided the facts accounting 
for such differences are clearly re- 
vealed. 

Another objection to this third 
method is heard from experienced 
investors who fear that if these cor- 
rections are made by recasting the 
statements, the prospective investor 
will not be able to detect errors in 
the judgment of the management or 
its failure to anticipate and provide 
for expenses or losses; that the man- 
agement will be made to appear in- 
fallible in its accounting and its state- 
ments indicate an absence of need 
for adjustment entirely out of keep- 
ing with the history of the enter- 
prise; and that as a result, investors 
will be misled into believing that sub- 
sequent annual reports will be as ac- 
curate as the reports contained in the 
registration statement appear to be. 

It seems to me the problem of pre- 
senting as accurate a statement as 
possible and, at the same time, rfe- 
vealing the changes that have taken 
place since the annual report, may be 
solved by the submission of an ad- 
justed statement followed by a rec- 
onciliation of the adjusted net in- 
come with the net income shown in 
the annual report. This type of pres- 
entation would, it seems to me, be 
useful and informative to all parties 
concerned. The investor who is not 
an accountant could read such a 
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statement more accurately than he 
could if any other method were fol- 
lowed and the experienced investor 
would have a basis for reconciliation 
with previous statements and for 
judging the efficiency and foresight 
of the management. 


Non-CASH EXPENSES 


Possibly one of the most unsatis- 
factory phases of an annual financial 
report is the manner in which charges 
for non-cash expenses such as depre- 
ciation, depletion and amortization 
of tangible and intangible assets or 
deferred charges are presented. Often 
such charges are included in cost of 
sales or merged with other accounts 
and consequently the investor can- 
not ascertain their amounts. Since 
this type of information is needed 
for security valuation, particularly in 
attempting to ascertain the company’s 
cash requirements or in accounting 
for the disposition of its funds, the 
amounts of such non-cash expenses 
should be revealed in the financial 
report even though they are not 
shown separately on the face of the 
profit and loss statement. 

The annual charges for most of 
these non-cash expenses are fixed by 
the management and are therefore 
subject to change at its will. Policies 
of depreciation, depletion and amor- 
tization should be established after 
careful study and these should be 
followed consistently until the pro- 
gram has been carried out. If there 
is a shift in policy resulting in a 
change in the program of write-off, 
the facts with respect to this change 
should be clearly set forth so that 
any one who reads the statement may 
be fully informed. It is one thing 
to learn that a particular corporation 
has earned $5.00 a share this year as 
against $4.00 a share last year, 
through the increase of its sales or 
the improvement of its efficiency, but 
it is quite another thing to learn that 
this change in earnings per share was 
brought about through the reduction 
of the depreciation charge. Depre- 
ciation, depletion and other types of 
amortization often constitute such a 
large proportion of the company’s 
expenses that information with re- 


spect to them is vital to sound analy- 
sis. 

I should like to speak about an- 
other phase of these non-cash ex- 
penses. Accountants and _ business 
men have often taken the position 
that for the sake of conservatism it 
is preferable to write off or reduce 
the carrying values of certain assets. 
Thus in many published reports we 
find that companies have followed 
this practice with respect to debt dis- 
count and expense, patents, property, 
plant and equipment, natural re- 
sources, and the like. 

Possibly this interpretation of the 
meaning of conservatism is wholly in 
line with the emphasis customarily 
placed on the balance sheet, but if 
the profit and loss statement is to be 
given proper recognition, practices 
of this kind are not as conservative 
as they might appear at first blush, 
but rather to the contrary. With 
every write-down of property sub- 
ject to depreciation, depletion or 
amortization, annual charges to ex- 
pense are reduced and the company’s 
operations from that point on ap- 
pear to be more profitable than they 
actually are, so that unless the in- 
vestor is fully aware of what has 
happened, he is likely to be seriously 
misled. 


May IMPAIR EQUITY OF STOCKHOLDER 


The problem is even more serious 
when the charge reducing the carry- 
ing values is made not to earned sur- 
plus but to surplus arising from re- 
statements of capital stock or some 
other form of capital surplus. In 
such cases the effect of the charge- 
off may be to impair the equity of 
the stockholder, and in future years 
his dividends may not be distribu- 
tions of income but rather a return 
of capital. 

When there have been write-downs 
or write-offs of assets resulting in the 
distortion of subsequent operating 
statements, such facts should be 
clearly indicated to the interested in- 
vestor. It seems to me the statements 
should at least disclose what has been 
done and the effect upon the current 
year’s operations and surplus. It may 
be worth considering whether under 
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such circumstances the income ac- 
count should be charged with the 
amount necessary to write off the orig- 
inal cost of assets and the appropri- 
ate surplus account credited with the 
portion attributable to the part pre- 
viously written off. In this way the 
balance sheet would be made to ap- 
pear conservative without inflating 
the results of operations. Of course 
such a procedure would be highly 
distasteful to those who have written 
down their assets for the purpose of 
improving their showing of income 
rather than for conservatism. 

The point I want to emphasize, 
however, is not a particular method 
of accounting for such items but the 
absolute need of the investor for this 
type of information. 

In connection with depreciation, 
depletion and amortization it is also 
important that information be te- 
vealed with respect to maintenance, 
repairs, and retirements. Such charges 
vary according to whether the enter- 
prise is old or new, owned or leased, 
and according to economic condi- 
tions and rate of capacity at which 
operations are carried on. Closely 
related to these charges are the rent, 
property tax and royalty charges. If 
all these items are revealed, the in- 
vestment analyst is in a position to 
compare intelligently a company’s 
annual costs for the use of plant fa- 
cilities, patents, and the like with 
similar costs by the same company in 
prior years, and with similar costs of 
other companies, and to forecast 
more accurately costs of future years. 
It seems desirable that schedules fur- 
nishing information of this kind 
should be included in the annual re- 
port and that they should be accom- 
panied by a statement of the com- 
pany’s policy with respect to the pro- 
visions or lack of provisions for 
these items and of any changes in 
such policies. 


SURPLUS VERSUS PROFIT AND Loss 

Since earning capacity is highly 
significant to the investor, it is quite 
important that all items affecting 
earnings be clearly revealed in such 
manner as to permit them to be al- 
located to the year to which they 
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apply. The least that can be done, it 
seems to me, is to include in the 
profit and loss statement all items of 
income or expense and profit or loss, 
attributable to the current year’s 
business, even though they may be 
extraordinary and non-recurring in 
their nature and to describe clearly 
the items carried to surplus so that 
the investor may recast the results of 
the company’s operations. Of course 
it goes without saying that extraor- 
dinary and non-recurring items 
should be set out separately as such 
and their nature clearly revealed. 

The earned surplus represents the 
accumulated undistributed earnings 
of the past and direct charges and 
credits to that account should be only 
those having some relation to the 
past. It is unfortunately not uncom- 
mon to find surplus charged with 
items that properly belong in the 
profit and loss statement, either 
as ordinary operating charges or 
as extraordinary and non-recurring 
charges. These practices, of course, 
distort the current statement and re- 
sult in a false determination of the 
earnings for the year. True, no 
sound analyst is going to take the re- 
sults of the profit and loss statement 
alone in forming his judgment but, 
unfortunately, less informed investors 
may do so. 

Inasmuch as adjustments of accu- 
mulated earnings in some cases are 
made directly through earned sur- 
plus and are not reflected in the in- 
come account for any year, the two 
statements should be considered to- 
gether. A number of suggestions have 
been made for the improvement of 
annual statements in this respect. 
One suggestion is that when surplus 
is adjusted, statements for prior 
years should be included in the 
annual report giving effect to the 
charges or credits made through sur- 
plus in the current year. Another 
suggestion is that adjustments of ac- 
cumulated earnings should be re- 
flected in the profit and loss state- 
ment with proper designation and 
only the net balance carried to sur- 
plus. Still another suggestion is that 
the profit and loss statement and the 
surplus schedule should be combined 





and presented as one statement. Any 
of these methods, and more particu- 
larly the last two, would probably 
tend to curb the inclination of 
management to defer questionable 
items inasmuch as they would have 
to be reflected in the income account 
or a combined statement in a subse- 
quent year. (Apropos of this ques- 
tion, may I suggest that you read the 
interchange of opinions by Professor 
Sanders of Harvard and Professor 
Greer of Chicago in the March, 
1937, issue of The Accounting Re- 
view.) 


RESERVES 


Companies that would hesitate to 
charge current losses to surplus often 
seem to find no objection to doing 
the same thing by indirection, i.e., 
by charging them to reserves created 
by transfers from the surplus ac- 
count. 

Conservative accounting requires 
the anticipation of losses, and it is a 
sound policy to provide for them. 
If provision is made by appropria- 
tion of surplus, the reserve so created 
should be returned to surplus and the 
loss charged to operations when it is 
ultimately sustained. Otherwise it 
will not be charged against the opera- 
tions for any year. The primary pur- 
pose of a reservation of surplus is to 
indicate that surplus is restricted be- 
cause of the possibility of a loss, not 
to provide a burying ground for 
items the management would like to 
forget. 

Because of the variety of ways in 
which reserves are created and used 
it is essential that a complete story 
of the reserves be available. It is not 
unreasonable to expect the annual 
reports to include an analysis of all 
surplus reserves in which there have 
been changes during the year. 


SEGREGATION OF SURPLUS ACCOUNTS 


Another matter of moment is the 
segregation of surplus into its vari- 
ous components such as paid-in sur- 
plus, appraisal surplus, other capital 
surplus, and earned surplus. To 
those who advocate a single surplus 
account surplus is surplus, and it 
makes no difference whether it arises 
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through earnings, through donations 
or contributions of stockholders, 
through restatements of capital, or 
through the appreciation of assets. 
They point out that in many states 
dividends may be paid out of sur- 
plus however created and there is, 
therefore, no reason for any segrega- 
tion. 

There appear to me to be several 
important reasons for requiring seg- 
regation. For example, I feel that 
all contributions by stockholders 
should be accounted for as capital 
and clearly reflected as such in the 
balance sheet. Any person who is, 
or is to become, financially interested 
in an enterprise is entitled to know 
what part of its surplus has been 
contributed by stockholders, and 
what use is made of it. Conse- 
quently, paid-in surplus should be 
stated separately in the balance sheet. 

It is difficult for me to justify 
merging any credit arising from ap- 
preciation with earned or paid-in 
surplus. It is questionable whether 
appreciation should ever be recog- 
nized on the books, but if it is, the 
surplus created thereby should, at 
least, be shown separately on the bal- 
ance sheet. 

Very significant facts may be con- 
cealed from the investor if all sur- 
pluses are thrown together. A com- 
pany that has suffered operating 
losses in excess of its earnings ac- 
cumulated in prior years may conceal 
the effect of such losses by combin- 
ing its surplus accounts. 

It is sometimes stated that when a 
deficit has been created in earned 
surplus, it is permissible to write off 
the deficit by transfers from paid-in 
surplus and, accordingly, there is 
really no significance in keeping a 
segregation of the two accounts. 

While under certain circumstances 
there is probably no objection to the 
use of paid-in surplus in this manner, 
yet if this is done, any surplus sub- 
sequently created through earnings 
should be distinctly designated as 
having been earned after the date 
upon which the deficit was written 
off. By this means the investor is 
put on notice that as of a given date 
no earned surplus existed, and there 
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is no danger of his mistaking capital 
surplus for an accumulation of earn- 
ings. 


CONSOLIDATED FINANCIAL 
STATEMENTS 


If a corporation is a holding com- 
pany its financial statements alone 
can not adequately portray the af- 
fairs of the enterprise as a whole. 
Hence, the need of consolidated 
financial statements. 

These statements present a statis- 
tical concept of the parent and its 
subsidiaries as one, disregarding all 
the legal entities. By the elimination 
of inter-company transactions, prof- 
its, obligations, and _ stockholdings, 
the affairs of the entire affiliated sys- 
tem are presented as one unit. 

For example, a parent selling 
goods to a subsidiary at a price in 
excess of its cost will show, in its ac- 
counts, profits which in fact will not 
be realized by the enterprise as a 
whole, until the subsidiary has dis- 
posed of the goods. Again, the fi- 
nancial statements of a company may 
not reflect the fact that its subsid- 
iaries have incurred substantial losses 
since their acquisition; however, this 
condition must be taken into con- 
sideration in consolidation. 

Consolidated financial statements 
must be used with discretion. They 
should not be used without the in- 
dividual statements of the parent, 
and attention must be given to the 
principles followed in their prepa- 
ration. In this connection, it is im- 
portant to know what principle was 
followed in determining the sub- 
sidiaries to be included in, or ex- 
cluded from, consolidation, e.g. were 
the profitable ones included and the 
unprofitable excluded; were only 
those subsidiaries included in which 
the parent owned all of the capital 
stock; were subsidiaries in bank- 
ruptcy or reorganization excluded; 
were foreign subsidiaries, particu- 
larly those in countries having rfe- 
strictions upon export of funds, ex- 
cluded; or have subsidiaries engaged 
in unrelated and widely different in- 
dustries been included? Such in- 
formation is highly important to the 
analyst and should be carefully re- 
vealed. 


The practice that has been noted 
in some instances, particularly in the 
oil and non-ferrous metal fields, of 
handling inter-company and even in- 
ter-departmental transfers of the 
products at market price without 
elimination of inter-company or in- 
ter-departmental profits from the 
published statements, seems to me to 
be particularly undesirable. There 
may be reasons for the practice in the 
recording of the various transfers, 
but I find no good reason for failure 
to make the elimination in the prep- 
aration of the final statements. 

Before leaving the subject of con- 
solidations I should like to empha- 
size the fact that, while consolidated 
statements are of definite assistance 
to the investor, they do not reflect 
the affairs of a legal entity and it is 
imperative that their limitations be 
recognized. This is particularly true 
in ascertaining equities of outstand- 
ing securities of the consolidated 
group. For example, within a single 
legal entity, creditors’ rights take 
precedence over those of stockhold- 
ers but for a consolidated group, this 
may not be the case. Assets of a sub- 
sidiary are not likely to be available 
to the creditors of the parent until 
the rights of the preferred and mi- 
nority stockholders of the subsidiary 
have been satisfied. Similarly, con- 
solidated surplus, to the extent that 
it is comprised of the surpluses of 
the subsidiary companies, may never 
become available for dividends on 
stock of the parent. 


EXPLANATORY FOOTNOTES 


During recent years the tendency 
has been to present statements in 
greater detail and to accompany 
them by comprehensive footnotes 
where clarification or elaboration is 
necessary or desirable. Probably this 
is due in part to the insistence of the 
Securities and Exchange Commission 
that statements filed with it be as in- 
formative as practicable. The in- 
crease in the number of footnotes has 
been definitely a move in the right 
direction, but a multiplicity of foot- 
notes may be made to confuse rather 
than assist the investor. If, by in- 
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Next Filing of SS-2a’s in January 
Instead of This Month 


Announcement by Commissioner of 
Internal Revenue Guy T. Helvering on 
September 28 that the Bureau would not 
require filing of Forms SS-2 and SS-2a 
in October, with information with re- 
spect to taxable wages paid during the 
third quarter of the current calendar 
year, and that the next filing would be 
required in January, 1938, covering the 
six months’ period from July 1 to De- 
cember 31, 1937, was received with re- 
lief by employers generally, and par- 
ticularly by controllers. If the original 
schedule had been adhered to controllers 
would, this month, have been engaged 
in preparing another set of these report 
forms covering taxable wages paid to 
every employee subject to tax under 
Title VIII of the Social Security Act, dur- 
ing the quarter ended September 30. 

No reason for the ruling by which the 
filing in October of forms SS-2a may be 
omitted was given by Commissioner 
Helvering. It is believed that the mass 
of reports filed in July gave the Internal 
Revenue Bureau and the Social Security 
Board so much to do that they found it 
impracticable to invite another deluge in 
such a short time. 

The one comment which was made 
universally by controllers of whom in- 
quiry was made by The Controllers In- 
stitute of America in August, relative to 
their experiences in compiling Forms 
SS-2a, was to the effect that it should be 
practicable for the Internal Revenue Bu- 
reau to require these forms at longer 
intervals and covering longer periods 
than quarters of the calendar year. Many 
controllers commented to the effect that 
a yearly filing should suffice, and the 
hope was expressed that the rules might 
be amended in that manner. 


Non-Disclosure of Information 
by Securities Commission 


The following rule with respect to non- 
disclosure of information obtained in the 
course of examinations and investigations, 
promulgated by the Securities and Ex- 
change Commission, is of interest: 

“Information or documents obtained by 
officers or employees of the Commission 
in the course of any examination or in- 
vestigation pursuant to Section 17(a) or 
21(a) shall, unless made a matter of pub- 
lic record, be deemed confidential. Offi- 
cers and employees are hereby prohibited 
from making such confidential informa- 


tion or documents available to anyone 
other than a member, officer, or employee 
of the Commission, unless the Commis- 
sion authorizes the disclosure of such in- 
formation or the production of such 
documents as not being contrary to the 
public interest. Any officer or employee 
who is served with a subpoena requiring 
the disclosure of such information or the 
production of such documents shall ap- 
pear in court and, unless the authori- 
zation described in the preceding sentence 
shall have been given, shall respectfully 
decline to disclose the information or 
produce the documents called for, basing 
his refusal upon this rule. Any officer or 
employee who is served with such a sub- 
poena shall promptly advise the Commis- 
sion of the service of such subpoena, the 
nature of the information or documents 
sought, and any circumstances which may 
bear upon the desirability of making 
available such information or docu- 
ments.” 

A similar rule has been made by the 
Social Security Board. 


Improved Production Scheduling 
Methods Described 


Mr. E. D. Power, vice-president and 
general manager of Lyon Metal Products, 
Incorporated, Aurora, Illinois, is the 
author of an article published in the Ex- 
ecutives Service Bulletin of October, pub- 
lished by the Policyholders Service Bu- 
reau of the Metropolitan Life Insurance 
Company, on “Improved Production 
Scheduling.” He makes the point that 
such improved scheduling brings large 
savings by reducing inventories of fin- 
ished stock and improves shipping serv- 
ice to customers. He says the most im- 
portant step in his plan is the formation 
and publication of a quarterly schedule 
list covering all products manufactured 
on schedule, which serves as a time table 
for all production trains running through 
the plants. Before the beginning of each 
quarter, the officers determine how many 
production runs will be made on each 
product line. There is no less than one 
schedule each week on each product. The 
schedule number with the proper prefix 
is assigned to each production run. The 
closing date on which all orders must 
reach the home office is entered in each 
schedule, as is also the date on which 
each schedule will be shipped. A copy 
of this schedule list is placed in the 
hands of each sales representative in the 
field. 


Why Not Photostatic Copy 
of Accumulation Sheet? 


Here is the comment which one con- 
troller made on the subject of the work 
involved in preparation of Forms SS-2a: 

“There seems to be a much larger 
point in connection with this whole ques- 
tion, however, and that is that so long 
as a company is preparing this accumu- 
lation form or any similar form which 
shows in convenient order the informa- 
tion now required on Form SS-2a, why 
could it not be arranged with the Social 
Security Board for such company to file 
in support of Form SS-2 a copy (photo- 
static or otherwise) of the accumulation 
sheet instead of being required to pre- 
pare an individual SS-2a for each em- 
ployee on the payroll during the quarter? 
It would seem that the Board could 
punch the cards for their tabulating ma- 
chines just as well from a ‘list’ as from 
the individual employees’ cards and the 
clerical expense which would be saved 
by those companies having payrolls of 
any magnitude would be considerable. If 
such an arrangement can be made with 
the Social Security Board I have no ques- 
tion but that the State of California, for 
their purposes, and probably other states, 
will be willing to accept the same list.” 


Two Definitions of What Constitutes a Riot 


The Insurance Committee of the Na- 
tional Electrical Manufacturers Associ- 
ation issued a bulletin recently entitled 
“Insurance,” which discusses the effects 
of riots and strikes on various kinds of 
insurance, how to procure or maintain 
desired protection, and what special 
problems are raised by “sit-downs.” 

Two widely quoted definitions of what 
constitutes a riot are given in this bulletin: 

1.“A riot is the unlawful gathering of 
a group, terminating in a breach of 
the public peace. Three or more 
persons must be involved for a dis- 
turbance to be considered a riot and 
there must be actual evidence of 
damage to property or property 
rights. A riot may be the result of 
a strike, or may be from some en- 
tirely extraneous cause.” 

. “If two or more persons actually do 
an unlawful act with force or vio- 
lence against the person or property 
of another with or without a com- 
mon cause of quarrel, or even do a 
lawful act in a violent or tumultuous 
manner, the persons so offending 
shall be deemed guilty of a riot.” 
.... Defined by Illinois law. 
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Pure Oil Company Makes Changes 
in Its Retirement Plan 


A recent issue of “Pure Oil News,” 
published by the Pure Oil Company of 
Chicago, announces that changes in the 
company’s retirement plan will be made 
as of January 1, 1938. It is stated that 
the old age benefits provisions of the Fed- 
eral Social Security Act partially dupli- 
cate the company’s retirement plan and 
that modification is therefore necessary. 
Booklets are being distributed to all par- 
ticipants in the plan, describing the 
changes to be made. 

One of the principal changes is a re- 
duction of contributions from four per 
cent., to two per cent., on salaries by earn- 
ings classes up to $3,000 a year, with a 
corresponding reduction in benefits from 
two per cent. to one per cent., for each 
year of participation. Marine employees 
are not covered by the Social Security 
Act and there will, therefore, be no 
changes in the company’s retirement plan 
so far as they are concerned. 


Office Management Problems To Be 
Discussed in New York Conference 


Various problems of interest to office 
managers, and consequently of interest to 
controllers, are to be discussed at a con- 
ference arranged by the American Man- 
agement Association, to be held October 
21 and 22 at Hotel Astor, New York 
City. Some of the subjects are: 

“Trends in Office Organization and 
Methods”; “Trends in Office Mechani- 
zation”; ‘What the Senior Executive Ex- 
pects of the Office Manager”; ‘Making 
Fullest Use of Present Personnel” ; ‘‘Prac- 
tical Rating Plans’; ‘Payment of Office 
Workers”; ‘Developing and Applying 
Improved Office Methods’; “Purpose, 
Planning and Production of the Office 
Manual”; “Improving Report and Letter 
Writing”; ‘Noise’; “Doing Something 
about the Weather”; “The Importance of 
Illumination in Office Efficiency” and 
“Posture, Motions and Fatigue.” 


Campaign To Educate Workers as to 
Unemployment C ation 





The Massachusetts Unemployment Com- 
pensation Commission is inaugurating a 
program to inform workers in Massachu- 
setts as to what unemployment com- 
pensation is, what benefits they will de- 
rive from it, and how they will obtain 
those benefits. Arrangements have been 
made with newspapers throughout the 


state to publish a series of replies to 
questions asked by workers with respect 
to unemployment compensation. Repre- 
sentatives of the Commission will deliver 
addresses before interested organizations, 
and posters and pamphlets will be dis- 
tributed to employers and employees. 
Facilities of a group of radio stations 
have also been obtained to further the 
program. There are more than 1,000,009 
employees in Massachusetts. 


Decisions of Securities Commission 
Covering Six Months’ Period 


Volume 1, Number 3, of Decisions of 
the Securities and Exchange Commission 
has been printed. This volume includes 
findings from July 1, 1936, to December 
31, 1936. There are 120 findings. Copies 
may be obtained from the Superintendant 
of Documents, United States Govern- 
ment Printing Office, Washington, D. C., 
for forty-five cents. 


Courts Decide They May Review 
Orders of Securities Commission 


On September 30 the United States 
Court of Appeals for the District of Co- 
lumbia, in the first case of its kind since 
enactment of the Securities Exchange Act, 
affirmed the right of circuit courts of ap- 
peal to review orders of the Securities 
and Exchange Commission. 


Exchange of Experiences by Controllers 
Proves Valuable 


Commenting on the recent request 
made by The Controllers Institute of 
America for summaries of experiences of 
controllers in preparing Forms SS-2a a 
member of The Institute wrote: 

“I am very much in favor of exchang- 
ing ideas on any matters of this kind as 
in that way we each get the benefit of the 
other fellow’s thoughts and very often real 
progress is made.” 


Some Interesting Observations 
on New Insurance Risks 


Mr. S. A. Coykendall, president of 
S. A. Coykendall and Company, New 
York City, pointed out in a recent ar- 
ticle, ‘Protection Against Strike Suit 
Litigation,” published in the May, 1937, 
issue of “The Credit Executive,” the 
official publication of the New York 
Credit Men’s Association, that reserves 
for contingencies in the form of legal 
expenses which may be incurred for de- 
fense of “strike” suits, brought under the 


Robinson-Patman Act, is through the in- 
surance or indemnity contract method. 
He points out: 

“While additions to reserves from 
year to year are subject to undistributed 
profits taxes and may even involve un- 
due accumulation of surplus taxes un- 
der Section 102—on which incidentally 
the Government is to be the sole judge— 
expenditures for insurance or indemnity 
contracts are not subject to either normal 
tax or to undistributed profits or undue 
accumulation of surplus taxes. Moreover, 
it may take many years of self-insurance 
to create the reserve which insurance or 
indemnity contracts will create immedi- 
ately.” 

Mr. Coykendall, mentioned above, has 
been concerning himself lately with new 
forms of insurance contracts covering 
newly created risks. He refers, in a re- 
cent communication to The Controllers 
Institute, to the draft of a new insurance 
law proposed for submission to the Leg- 
islature of the State of New York in 
1938, which specifies the various kinds of 
insurance risks which licensed insurers 
may underwrite in the State of New 
York. It is pointed out that the list 
includes all of the commonplace forms 
of insurance risks but makes no provision 
for new forms. It is pointed out that 
the Insurance Department states that con- 
sideration was given to the subject of 
recognizing new kinds of insurance by 
making them subject to the regulation of 
the Superintendant with respect to capital 
reserves, policy forms and rates, but that 
the idea was dropped in favor of letting 
the insurance companies work out new 
kinds of insurance through the ordinary 
process of legislation. 

Mr. Coykendall comments on that situ- 
ation as follows: 

“This may be all right from the insur- 
ance company point of view, but from 
the point of view of the insurance buyer 
it requires at least some clarification with 
respect to the permitted negotiation 
through brokers in the outside market of 
new kinds of insurance not specified in 
Section No. 31. While there is no re- 
striction attempted upon the individual 
right of any insurance buyer to purchase 
insurance contracts from any source 
whatsoever, there is continued in the 
new law the present blanket prohibition 
against insurance brokers negotiating or 
assisting in negotiating insurance con- 
tracts in the outside market, even though 
of the kinds not authorized to be under- 
written by licensed insurers.” 
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cluding numerous comments con- 
cerning items of little or no impor- 
tance with only a few that are ma- 
terial, the investor is confused and 
his chances of picking out those that 
have real significance are greatly re- 
duced, the company has not rendered 
him a service. Care should be taken 
that footnotes are clearly and con- 
cisely stated and that those serving 
only to confuse are not included. In 
general, I should say it is better to 
err on the side of having too many 
rather than too few footnotes; how- 
ever, no amount of flat contradiction 
in the footnotes can avoid the effect 
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of improperly applied principles in 
the preparation of the statements 
themselves. 


CONCLUSION 


It has not been possible to deal 
with all of the ways in which many 
annual reports of corporations to 
their stockholders could be materi- 
ally improved. However, if corpo- 
rate managements will adopt the 
philosophy that they are fiduciaries 
operating their respective enter- 
prises for the benefit of the investors, 
their annual reports will be increas- 
ingly helpful and informative to 
those for whom they are intended. 


Third Opinion by Securities Commission’s Chief Accountant 
on Debatable Accounting Practices 


Another opinion in the accounting se- 
ries which is being issued by the Securi- 
ties and Exchange Commission was pub- 
lished September 13. This one outlines a 
procedure which would prevent write-ups 
arising in the consolidation of accounts 
by a parent company with those of its 
subsidiaries through the elimination of 
only a portion of the investment account. 

The opinion, prepared by Mr. Carman 
G. Blough, chief accountant, was written 
with reference to one unnamed company, 
but the principles enunciated have wider 
application, the commission believes. 

The opinion makes the point that the 
purpose of the consolidated balance 
sheet is to reflect the financial condition 
of a parent company and its subsidiaries 
as if they were a single organization. 
Thus the parent’s actual equities in the 
subsidiaries’ net assets should be sub- 
stituted for its investments, in the con- 
solidation of the accounts. In some in- 
stances the Commission has found that 
only the par or stated value of stocks of 
subsidiaries are eliminated in the substi- 
tution, with the result that the surpluses 
of the subsidiaries are improperly included 
as surplus in the consolidation. This, the 
opinion indicates, constitutes in effect a 
write-up in the consolidated accounts, 
since no new assets have actually been 
added. 


Mr. Blough’s letter follows: 

“You have requested my opinion con- 
cerning the propriety of the practice 
whereby the subject company, in consoli- 
dating its accounts with those of its sub- 
sidiaries, eliminated from its investment 
account only the par or stated value of 
the stocks of subsidiaries. 


“It is my understanding that: 


“1. The aggregate cost of these invest- 
ments to the parent company was in ex- 





cess of its proportionate interest in the 
equities in the net assets of the subsidi- 
aries as shown on the books of the latter. 

“2, The parent’s equities in the sur- 
pluses of the subsidiaries at the dates 
their stocks were acquired by the parent 
were included as part of consolidated sur- 
plus. 

“3, The amount of the parent’s invest- 
ment account not eliminated was shown 
as an asset on the consolidated balance 
sheet, designated ‘Excess of Cost over Par 
or Stated Value of the Securities of Sub- 
sidiaries Eliminated in Consolidation.’ 

“The acquisition by one company of 
the controlling stock interest in another 
constitutes, in effect, the acquisition of 
the assets of the acquired company sub- 
ject to its liabilities and the interests of 
minority stockholders. The values of 
such assets, after deducting the liabilities 
and minority interests, constitute the 
equity of the parent in the subsidiary and 
the book value of such equity is equal to 
the par or stated value of the stock (s) 
owned by the acquiring company plus the 
portion of the surplus (es) of the sub- 
sidiary applicable thereto. 

“The purpose of a consolidated balance 
sheet is to reflect the financial condition 
of a parent company and its subsidiaries 
as if they were a single organization. 
Thus, in such a balance sheet, the parent 
company’s equities in net assets of sub- 
sidiaries are substituted for its invest- 
ments therein. This substitution is effected 
by eliminating from the parent company’s 
investment account an amount equal to 
the par or stated value of the subsidiaries’ 
stocks owned by the parent and its pro- 
portionate share of their surpluses at ac- 
quisition. Any part of the parent’s in- 
vestment account remaining (representing 
the excess cost thereof over the equities 
in the net assets represented thereby) may 





properly be retained among the consoli- 
dated assets. 

“The foregoing consolidation proce- 
dure, which, in my opinion, conforms to 
sound and generally accepted accounting 
practice, has not been followed by the 
subject company. Instead, by eliminat- 
ing only an amount equal to the par or 
stated value of the subsidiaries’ stocks 
from the parent company’s investment ac- 
count, consolidated assets and surplus are 
overstated in an amount equal to the par- 
ent’s proportionate share of the surpluses 
of the subsidiaries as at the respective 
dates of the acquisition of their stocks.” 


The opinion is the third of a 
series of interpretations on account- 
ing principles which the Commis- 
sion is publishing from time to time 
for the purpose of contributing to 
the development of uniform stand- 
ards and practice in major account- 
ing questions. 





IN NOVEMBER ISSUE 


“The Taxation 
of Business” 


“The Taxation of Business’ 
was the subject of a carefully pre- 
pared paper by Mr. Goprrey N. 
NELSON, attorney, publisher, and 
tax authority of the New York 
Times, which was presented at the 
Sixth Annual Meeting of THE 
CONTROLLERS INSTITUTE OF 
AMERICA, October 4 and 5, at the 
Waldorf-Astoria Hotel, New York 
City. This paper will be pub- 
lished in full in the November 
issue of THE CONTROLLER. 

Other addresses and papers 
which were heard at the recent an- 
nual meeting will appear in early 
issues. 

Extra copies of this current 
(October) number of THE Con- 
TROLLER ate available at the reg- 
ular rate of 50 cents a copy. It 
is believed that, because of the ex- 
ceptional value of the articles pre- 
sented, many controllers will wish 
to have extra copies for other exec- 
utives of their companies. 
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Another Milestone in Controllership 
Marked by Sixth Annual Meeting 


The proportion of members of The 
Controllers Institute of America who 
attend its annual meetings is high, as 
compared with that of other technical 
and professional organizations. That 
is what makes the meetings of The In- 
stitute so successful. Each year sees 
members from California, from Flor- 
ida, Georgia, and from other states far 
distant from New York City, in at- 
tendance at the annual assemblage, not 
to mention scores of members from the 
mid-west, mid-south, New England, 
upper New York State, and Pennsyl- 
vania, who annually participate in this 
conclave. The Sixth Annual Meeting 
of the organization on October 4 and 
5, 1937, was more largely attended 
than any of the earlier meetings, which 
was to be expected in view of the sub- 
stantial growth of The Institute dur- 
ing the year. Members of The Insti- 
tute in the New York City area turned 
out in large numbers for the various 
meetings. These New York members 
through various committees had or- 
ganized the program and supervised 
the general arrangements, in the role 
of hosts to the visiting members, and 
were largely responsible for the suc- 
cess of the convention. 

The comments most generally heard 
were on the completeness of the ar- 
rangements, and on the excellence of 
the program itself, both as to speak- 
ers, discussion chairmen and leaders, 
and as to subjects included in the pro- 
gram. 

As to the completeness of arrange- 
ments and the smooth handling of the 
entire program, these may be ascribed 
partly to the experience which has 
been gained by members during the 
six years The Institute has been func- 
tioning. The Convention Committee, 
under the chairmanship of Mr. Alfred 
Lisle Campbell, came in for high 
praise for the manner in which the 
program was handled. The commit- 
tee had worked for months in prepara- 
tion of a program which was declared 
satisfactory in every respect. 


PROGRAM RESULT OF CAREFUL STUDY 


The program itself, the subjects 
chosen for discussion, and the men 
who contributed in the form of ad- 
dresses, papers, and discussions, was 
the result of careful study and selec- 
tion, and was designed to give the 
greatest amount of information and 
service that could be encompassed in 
two days of sessions, including small 
conference groups and large general 
sessions. 

Mr. E. B. Nutt was in charge of the 
group conference program, in which 
four general subjects were discussed 
by fifteen groups, limited in size to 
thirty-five men each. These group con- 
ferences were declared by all partici- 
pants to have been most productive 
and interesting, with practically all in 
attendance participating in the discus- 
sions, which were entirely ‘“‘off the rec- 
ord.” Mr. Nutt was congratulated 
heartily on the success of this phase of 
the program. 

Reports of the actions taken in the 
annual business meeting of members 
will be made in the Year Book for 
1937, which will make its appearance 
early in the new calendar year. Many 
of the papers and speeches which con- 
stituted the general program will ap- 
pear in the columns of THE CoN- 
TROLLER, in succeeding months. Several 
are published in this issue. All will 
be reproduced in the Year Book, to- 
gether with reports of committees and 
officers. 

Three hundred members and guests 
packed the Astor Gallery of the Wal- 
dorf-Astoria Hotel for the annual din- 
ner—the largest attendance at any such 
dinner thus far held. President Paul 
J. Urquhart acted as toastmaster. Dr. 
John T. Madden, dean of the School 
of Commerce, Accounts and Finance 
of New York University, delivered an 
address on ‘The Controller Cons an 
Uncontrollable World,’ and Honor- 
able George L. Barnes, an attorney, 


vice-president of The Heywood-Wake- 
field Company, of Gardner, Massachu- 
setts, and former president of Asso- 
ciated Industries of Massachusetts, 
addressed the members and their guests 
on ‘The Controller’s Place in Indus- 
try.” Both gave messages of excep- 
tional interest. 

A most interesting feature of the 
annual meeting was the series of ex- 
hibits placed on display for the edi- 
fication of members and guests by 
various nationally known firms. The 
exhibitors: Ditto, Inc., Felt and Tar- 
rant Manufacturing Company, Inter- 
national Business Machines Corpora- 
tion, Marchant Calculating Machine 
Company, Monroe Calculating Machine 
Company, Inc., Office Machines Re- 
search Corporation, Remington-Rand, 
Inc., Royal Typewriter Company, Inc., 
Shaw-Walker. 

The program of the annual meeting 
was placed in the hands not only of 
members but of every controller whose 
name is on file in the offices of The 
Institute, well in advance of the meet- 
ing, and need not be reproduced here. 
Copies are available to any who desire 
them. 


NOTEWORTHY MESSAGES 

Noteworthy messages were delivered 
by Mr. Urquhart, the retiring presi- 
dent (vice-president and controller of 
Aluminum Company of America, Pitts- 
burgh) and by the newly elected pres- 
ident, Mr. Henry C. Perry, controller 
and treasurer of Heywood-Wakefield 
Company, of Gardner, Massachusetts. 
These addresses analyzed and reviewed 
the ideals, principles, and progress of 
The Institute, and surveyed the imme- 
diate and longer range future of the 
organization, pointing out the almost 
limitless possibilities of service lying 
ahead. Mr. Perry’s address is pub- 
lished in this issue of THE COoN- 
TROLLER; Mr. Urquhart’s message will 
appear in the Year Book. 


(Please turn to page 305) 
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President H. C. Perry Analyzes Job 


of Controller, Future of Institute 


Immediately after the election of 
Mr. Henry C. Perry to the presidency 
of The Institute, he was called on by 
Mr. C. Ellis Spencer, presiding at the 
general session of Tuesday, October 5, 
to address the members. Mr. Perry 
said: 


No man invited to the presidency of 
the Controllers Institute of America 
should enter office without a full sense 
of his responsibility to its principles and 
its membership. I am conscious of that 
obligation. Those responsibilities, how- 
ever, should not be assumed in the 
spirit of self-sacrifice or weigh heavily 
upon anyone whom you choose as your 
president. They may be accepted with 
a light heart when he is surrounded by 
a group of men having the back- 
ground, the vision, the loyalty and the 
understanding which mark you for 
membership in this organization. That 
is what I think of the men whose 
names are represented in this record 
of membership. 

Controllers are serious-minded indi- 
viduals. They have no flair for the 
dramatic. They substitute fact for 
fancy, measurement for guesswork, 
and logic for emotion. Their obliga- 
tions to management are such that the 
caprice and banter of salesmanship 
would be misunderstood, and yet we 
stand in the position of having a sell- 
ing job to do. That selling job is one 
of making management so completely 
conscious of the controller's place in 
corporate activity as to equip him with 
the professional standing and execu- 
tive rank which technical skill and ac- 
complishment call for in his area of 
‘service. 

What is a controller? One of your 
former presidents, Major J. Calvin 
Shumberger, has supplied that defini- 
tion in what I regard as terse and sig- 
nificant language, and I quote: “A 
controller is a business diagnostician, 
one who should exercise a directing, 
restraining, or governing influence 
over the accounts and finances of a 


corporation for the best interests of its 
stockholders.” 

That definition of controllership is 
more than a popular and common 
understanding in technical fields. It 
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is an accepted and operating fact in 
well-organized business. I want to 
enlarge upon its interpretation. Rather 
than identifying the controller as one 
who should exercise these prerogatives, 
I submit that the controller is one who 
does exercise ‘‘a directing, restraining, 
or governing influence’’ over the ac- 
counts and finances of a business. That 
qualifying word should in the quoted 
definition was employed, I suspect, for 
the reason that some controllers are 
not assigned, or probably have not 
won, the responsibilities which prop- 
erly should be attached to their jobs. 
The reason may lie in the man, or in 
his management. 


SERVICE Must BE VALUABLE AND 
EFFECTIVE 

I believe that a controller worthy of 

the profession has a right to respect 

and a right to be heard in all matters 


of policy which relate to the profit- 
making arm of the business. This is 
a broad territory in any enterprise, but 
logic and experience support the claim 
that the work of profit-planning and 
control belongs in the controllership 
function. This right accrues to the con- 
troller, however, only in proportion to 
the value and effectiveness of the serv- 
ice which he renders to management. 
His profession is one which ranks be- 
side the recognized professions of law 
and of engineering. These professions 
have always selected as their test, ex- 
cellence of performance, and include 
among other things advance in the 
particular occupation and service to the 
community—the foundation of all 
worthy reputations. What better meas- 
uring device can the controller adopt 
in his chosen field of effort? If I may 
call upon Scripture to emphasize this 
point, ‘By their fruits ye shall know 
them.” 

These objectives are written large in 
the purposes for which The Institute 
was founded. Your Articles of Incor- 
poration describe them in this lan- 
guage: 

“To gain recognition of the attain- 
ments and accomplishments of control- 
lers and their value and importance to 
the business, financial and economic 
structure.” 

“To conduct and carry on such ac- 
tivities as may be necessary to increase 
the usefulness of controllers to busi- 
ness organizations and the public.” 

“To advance the interests and wel- 
fare of controllers.” 

“To establish ethical and _profes- 
sional standards of work and conduct.” 


INSTITUTE’S HIGH STANDING 


This is an appropriate time to inquire 
if we have been alert to our responsi- 
bilities and responsive to opportunity. 
In casting up our balance sheet of 
progress we find that The Institute is 
recognized by our leading educational 
institutions. It is recognized by our 
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various departments of government. It 
is recognized by public and private 
agencies, serving the business commu- 
nity with economic and factual infor- 
mation. Its membership of 900 men, 
representing a substantial cross-section 
of corporate organization, is an impor- 
tant force in theadministration of Amer- 
ican enterprise. It is the official and na- 
tional mouthpiece of controllership. It 
is destined to be one of the major 
professional groups of the country. 
These are the rewards for achieve- 
ment in business or the professions, 
and offer abundant evidence that we 
are on a solid foundation. They are 
the signposts which mark partial ful- 
fillment of the purposes for which The 
Institute was organized. Having thus 
gained recognition we should, by the 
application of resource and delibera- 
tion, dedicate ourselves to the respon- 
sibility of giving The Institute a larger 
sphere of influence. One of the penal- 
ties of accomplishment is the demand 
for greater accomplishment, and many 
problems lie ahead to which we should 
address ourselves. One of these is 
membership. The high standards of 
selectivity to which The Institute has 
adhered so rigidly thus far are funda- 
mental and should prevail. There is, 
however, an important group of men 
yet to be apprised of the value and 
service which The Institute represents 
in the field of controllership. We must 
cultivate and win their confidence. 


Jos Must BE CONTINUOUSLY 
EXPLORED 

The controller's job should be con- 
tinuously explored to promote further 
understanding of his relationship to 
the corporate family, his sphere of use- 
fulness in aiding business administra- 
tion, and his responsibility in the in- 
terpretation of the affairs of Govern- 
ment. 

A definite plan for training future 
controllers should be evolved. 

The Institute must continue to repre- 
sent a source through which technical 
information is presented in support or 
adjustment of state and federal legis- 
lation. 

As a national organization we should 
align ourselves on the side of those 
who advocate simplification of ac- 
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counting principles and practice to the 
end that an enlightened public interest 
will support the ideals and work of the 
profession. 

It has been suggested that The In- 
stitute establish a reference library, 
that it represent a clearing house for 
information concerning the use of me- 
chanical equipment making for greater 
productivity in the controller's depart- 
ment, and that we encourage an ex- 
change of employment information. 
These matters are worthy of your con- 
sideration. 

Our official publication, THE Con- 
TROLLER, can best serve the member- 
ship by the quality of its pages, and 
more members should be encouraged 
to contribute to it. 

We should continue our contacts 
with educational, professional and gov- 
ernmental bodies. 

We should think seriously of the 
broadened viewpoint which arises from 
inter-control relationships, and capital- 
ize individually and collectively upon 
them. 

These, and many other activities in 
which we are now engaged, should be 
translated into definite Institute poli- 
cies by committee action based upon 
the recommendations of a re-named 
Technical and Research Council. 


MEMBERS’ PART IN WORK 


They will be established as policies 
if you men who represent the various 
Controls assembled here recognize it 
as a part of your job to assist in mak- 
ing them effective. This Institute be- 
longs to you. Use the national board 
as the wheel horse, if you will, but 
team work is the force that alone can 
make our Institute what it should be, 
what it can be, and what it will be if 
only the means are applied. The na- 
tional board is not one of omnipo- 
tence; this job is too big for any one 
board. As a group we shall grow in 
prestige only in ratio to the contribu- 
tion which you make, and this ad- 
ministration urges that you be so 
frankly critical in the analysis of its 
policies as always to place the inter- 
ests and welfare of The Institute above 
those of any unit that momentarily may 
be in charge of its management. Our 
minds are not built of logic-tight com- 





partments, and we are not people of 
tender emotions. 

It is only by understanding the past 
that we can hope to direct the future. 
I would, for this reason, be unmindful 
of my duty if I did not say to you 
men who have preceded me—you off- 
cers and directors who have given in- 
centive and leadership to this work— 
that your achievement constitutes an 
inspiration and a challenge. We accept 
that challenge. It is not given to the 
wisest to see into the future with ab- 
solute clearness, but as men of worthy 
purpose and a faith fortified by your 
wisdom and experience we shall go 
forward in the fulfillment of your vi- 
sion—using the frontiers which you en- 
trust to us today upon which to build 
further in dignity, in fellowship and in 
service. 


M* HENRY C. PERRY became 
a member of The Controllers 
Institute of America on January 19, 
1933. He has been connected with 
The Heywood-Wakefield Company for 
eighteen years. Prior to that, Mr. 
Perry, who is a native of Holyoke, 
Massachusetts, was connected with the 
American Thread Company of that 
city, and the Noiseless Typewriter 
Company of Middletown, Connecticut. 
He served in the Ordnance Depart- 
ment in Washington during and after 
the War, and also with the United 
States Cartridge Company of Lowell, 
Massachusetts. 

He was for a time chairman of 
the Accounting Committee of the 
National Association of Furniture Man- 
ufacturers and a member of the Ad- 
visory Board of the Illinois Tax Asso- 
ciation. He has been vice-president of 
The Institute for two years. 


Advisory Council on Social Security 
To Convene November 5 


The first meeting of the Advisory Coun- 
cil on Social Security will be held in 
Washington November 5 and 6. A call 
for the meeting was issued October 16 
by chairman A. J. Aitmeyer, of the Social 
Security Board. 

Mr. C. J. Van Niel, controller of East- 
man Kodak Company, and chairman of 
the Committee on Social Security Pro- 
cedure of The Controllers Institute of 
America, is a member of the Advisory 
Council. 























ELECTIONS 


Seven directors for terms of three 
years each were elected by the mem- 
bers of The Controllers Institute of 
America, in their annual business meet- 
ing October 4, 1937, at the Waldorf- 
Astoria Hotel, New York City, as fol- 
lows: 

J. D. HartMANn, The McCall Corpo- 
ration, New York City. 

THoMAs H. HuGuHes, General Print- 
ing Ink Corporation, New York 
City. 

EARL L. PANGBORN, Commercial Sol- 
vents Corporation, New York City. 

*HENRY C. Perry, The Heywood- 
Wakefield Company, Gardner, Mas- 
sachusetts. 

O. GORDON PRITCHARD, 
Company, New York City. 

RoscoE SEYBOLD, Westinghouse Elec- 
tric & Manufacturing Company, 
Pittsburgh. 

*J. S. SNELHAM, The Continental Can 
Company, Inc., New York City. 
Auditors for the current year were 

elected as follows: Robert Meyer, Wil- 

liam F. Sigg. 


Simmons 


OFFICERS 
Officers for the coming year were 
elected as follows: 


President 
Henry C. Perry, The Heywood- 
Wakefield Company, Gardner, Mas- 
sachusetts. 


Vice-Presidents 

ARTHUR E. Davis, The Royal Type- 
writer Company, Inc., New York 
City. 

HERBERT A. GINEY, Gulf Oil Cor- 
poration, Pittsburgh. 

Forrest G. HAmrRIcK, American 
Smelting & Refining Company, New 
York City. 

ERNEST L. OLRICH, Munsingwear, Inc., 
Minneapolis. 

Ear D. Pace, Philadelphia & Read- 
ing Coal & Iron Company, Phila- 
delphia. 

Treasurer 


O. W. BREWER, American Gas Asso- 
ciation, New York City. 


Managing Director 
ARTHUR R. TUCKER. 


* Reelected. 
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NO SS-2A FORMS TO BE 
FILED IN OCTOBER 

Commissioner of Internal Revenue 
Guy T. Helvering announced on Sep- 
tember 28 that employers subject to 
tax under Title VIII of the Social Se- 
curity Act will be required to file 
only one information return for the 
period July 1 to December 31, 1937. 
This is the return on Forms SS-2 and 
SS-2a on which the employer reports 
the amount of wages paid to each 
employee. These returns are used 
both for verifying the accuracy of the 
monthly Federal social security tax 
returns and as a basis for crediting 
wages to the accounts of employees in 
the Federal old-age benefits program. 

This announcement is of interest 
to the hundreds of thousands of em- 
ployers who are required to file this 
type of return. Instead of requiring 
a return for the quarter which ended 
September 30 and another return for 
the quarter ending December 31, the 
employers will make one sixth-month 
return, which must be filed with col- 
lectors on or before January 31, 1938. 

Commissioner Helvering empha- 
sized that the change in the filing 
period for these information returns 
will not alter the filing date for the 
tax returns on Form SS-1 which 
must continue to be made by employ- 
ers each month, and that delinquency 
penalties are being asserted when 
employers fail to file the monthly 
tax returns on time. 

It was also pointed out that in- 
formation return Form SS-3 calls for 
wage data only from the first day of 
the quarter in which the employee 
dies or attains age 65, but that in 
view of the authorization of the six- 
month information return period, 
every employer filing a Form SS-3 
pertaining to such period should in- 
clude wages from July 1, 1937, so that 
complete data may be available for the 
employee’s tax and wage accounts. 


Manufacturers Plan Opposition 

to Wage-Hour Bill 
The National Association of Manufac- 
turers has sent to its members an analysis 
of the proposed wage-hour measure in 
Congress, and urges them to make known 
to their Congressmen the destructive ef- 
fects of such legislation. If the bill’s 
dangers were known, it would not pass, 
the association’s president, Mr. William 

B. Warner, told the members. 
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Controllers Describe Procedures in 
Compiling Report Forms SS8-2a 


time for the average large establish- 
ment.” 


Supplementing the descriptions pre- 
sented in the September issue of THE 
CONTROLLER, of the procedures fol- 
lowed by controllers in preparing thou- 
sands of the report forms SS-2a, in 
July, for the Internal Revenue Bureau, 
there are presented here additional de- 
scriptions given by controllers of the 
routine which they followed, the difpi- 
culties which they encountered, and 
their views as to improvements which 


might be made. 


Hotels Have Complicated Problem 

The controller of a large hotel de- 
scribed the special problems which he 
encountered : 

“The requirements of hotels as to 
the records with respect to earnings of 
employees in general seem more com- 
plicated and involved than would or- 
dinarily be the case in Commercial or 
Industrial employment where cash 
wages are the only consideration in the 
compensation for services. In addi- 
tion to the cash wages which constitute 
our employees’ earnings we must also 
allocate a value for the meals or. lodg- 
ing which a large percentage of them 
receive and under the New York State 
Unemployment definitions the amount 
of tips received by the service em- 
ployees from our patrons is also added 
to the taxable earnings of the workers. 

“The recording and computation of 
these various elements requires a rather 
complicated and elaborate wage record 
set up, especially in the case of tip 
earnings where the tax applies under 
the state law, whereas for the purpose 
of Federal contributions they are 
exempt. If there were more uniform- 
ity between the State and the Federal 
Laws referring for instance to the dif- 
ferent interpretation of the _ initial 
$3,000 of earnings, the clerical and 
routine preparation work would be a 
great deal simplified. 

“As to the individual earning rec- 
ords accumulated for periods of ap- 
proximately 13 weeks there does not 
seem to be a great opportunity for 


short cuts where posting is necessary 
by weekly items, in addition to the re- 
cording of the earnings other than cash 
wages disbursed by the employer. We 
are not sure that we are now keeping 
our records by the best or speediest 
system from the standpoint of time be- 
cause we felt at the inception of the 
social security taxes that there would 
no doubt be changes and revisions in 
the requirements by the tax adminis- 
trative authorities which would from 
time to time remove many of the cum- 
bersome requirements which originally 
appeared in the articles and regula- 
tions. 

“The earnings records are kept up 
to date by daily posting and are added 
by comptometer operators on the basis 
of three months’ accumulation in order 
to balance with the figure necessary 
for each report. A separate recapitu- 
lation of earnings is kept on the basis 
of the number of individual reports 
on the New York State Records be- 
cause this record preceded the Federal 
Report in the form which covered two 
quarterly periods to June 30. It was 
not found possible to devise many 
tangible short cuts in our proceedure. 
The hand posting method could not be 
concentrated or manifolded. On the 
basis of individual items the prepara- 
tion has to run in the order of regular 
progression and for volume present in 
connection with the payroll and tax 
work imposed by the Social Security 
Laws. 

“We have found it necessary to in- 
crease our payroll staff permanently 
by approximately five to six people, 
the average number of employees of 
the hotel being 2,000. To prepare a 
semi annual report for the Federal 
Government together with the second 
quarterly report for the State required 
the engagement of extra clerks who 
consumed about 650 hours on this 
work. 

“We feel that the filing requirement 
by the Federal Government, of 30 days 
after the closing period is insufficient 


Utility Company Finds Report 
Making Expensive 

The treasurer of a large public util- 
ity company wrote: 

“Our Individual Employees Earn- 
ings Record, which had formerly been 
a by-product record containing only 
wages earned for the purpose of re- 
porting to the Internal Revenue De- 
partment wages for income tax pur- 
poses, was redesigned to become part 
of the original payroll record. The re- 
vised form was arranged so that pay- 
roll checks could be written from the 
record. It thus became both’ the orig- 
inal record and an Employees Earnings 
Record. The deductions that were to 
be made at regular intervals such as 
benefit association dues, group life in- 
surance premiums, and the like, were 
printed on the form and we thereby 
reduced posting work. 

“Since the old age benefit tax was 
to be on the basis of wages paid, the 
form was arranged so that monthly 
totals of wages paid would be obtained 
for the preparation of Form SS1— 
Employers Return Under Title VIII 
of The Social Security Act. Then pro- 
vision was made for ‘Total to date’ at 
the end of the first six months, so that 
Form SS2a could be prepared from it. 
Provision for quarterly totals was made 
thereafter. Since at the time the form 
was designed we were not certain what 
information would be required on 
Form SS2a we provided for gross earn- 
ings and exemptions. Therefore, at 
the end of the first six months we had 
to subtract exemptions from gross earn- 
ings to determine taxable wages for 
each employee. 

“As we had approximately 5,000 of 
Forms SS2a’s to file, the information 
required in Items 1 and 5 was printed 
on the forms, thus saving a tremendous 
amount of typing and checking and 
also insuring uniformity in the infor- 
mation supplied. The information re- 
































quired for Items 2 and 3 was inserted 
by addressograph. We had inserted the 
employees’ account number on the 
plates in anticipation of such a require- 
ment. The employee name, however, 
as carried on our payroll records did 
not conform entirely to the name 
shown on the application for em- 
ployees account number, therefore, we 
did show in addition to the addresso- 
graph name the name as it appeared 
on the duplicate of the application for 
the account number which we had re- 
tained. 

“The information required in Items 
4, 6 and 7 was typed in and it was 
quite a task. We did not keep a rec- 
ord of the time required to do this 
job but we do know it was rather ex- 
pensive. However, subsequent cost will 
not be very great. Nevertheless, we 
question the necessity for quarterly re- 
ports at this time and believe em- 
ployers and the Federal Government 
would be saved a lot of expense if an- 
nual reports would suffice.” 


Turned Out To Be Enormous Job 

“In our first peak of work on social 
security for the Federal government 
we found no sure fire recipe for suc- 
cess in handling the work. Compiling 
of reports for the first six months 
turned out to be a really enormous job, 
compressing entirely too great a vol- 
ume of work into much too short a 
time. There is acute need for de- 
veloping a method whereby this peak 
of work can be avoided. I am opti- 
mistic, however, that controllers as a 
group can find a solution if they will 
put their shoulders to the wheel. 

“Getting back to our own problem, 
on form SS2a we multigraphed in all 
information that was standard from 
employee’s form at I am sure a con- 
siderable saving in typing time. We 
have adopted a form of payroll system 
whereby the employee’s pay check or a 
copy of it becomes his pay card file, 
so that posting from payroll forms to 
individual cards has been eliminated, 
and undoubtedly this saved much time 
in compiling figures, but I have no 
way of giving you any definite amounts 
as to the actual time saved in this way. 

“As near as we can calculate all 
work incident to turning out the form 
SS2a resulted in a production of 
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twelve forms per hour. If other con- 
trollers have a similar measurement it 
would be interesting to see how they 
stack up in the same way.” 


Longest Job Was Preparing Stencils 

“Our payroll and individual earn- 
ings records are posted on a Monroe 
posting machine. On completion of 
posting for the last pay period the 
total earnings were transcribed to the 
form SS2a, on the same machine, and 
the total amount balanced with the 
controls. We made 1270 reports. 

“The time consumed in the various 
Operations was approximately as fol- 
lows: 


Preparing stencils, first time only. .30 hours 
(subsequent changes required about 15 
minutes weekly ) 


Stencilling and dating forms.... 5 hours 
Transcribing amounts to the forms 8 hours 
Balancing with the controls...... 16 hours 


“The entire job was accomplished 
in spare time and overtime by four 
clerks.” 


Attached Adding Machine Tapes 

“In preparing the Forms SS2a, we 
had the payroll locations use a rubber 
stamp for Item 5 and the balance was 
run on the typewriter from the Em- 
ployee Record sheets. We had each 
payroll location attach an adding ma- 
chine tape to the Forms SS2a and 
explain any difference between the to- 
tal of the tape and the total of their 
monthly reports for the period. We 
filed the Forms SS2a divided by pay- 
roll locations with the adding machine 
tapes attached to each batch, identified 
similarly to the Form SS2a, preparing 
a reconcilement of the totals of all 
payroll locations with the total of 
Forms SS1 for the same period, which 
was attached to the summary Form 
SS2.” 


Enormous Mass of Detail 

The controller of a company having 
24,000 employees wrote: 

“This subject is simply what might 
be called an enormous mass of detail 
but we were fortunate in getting each 
of our many factories and offices to 
finish these forms completely so far as 
they were concerned and all this office 
had to do was to check the accuracy of 
totals and balance with payrolls for 
each point for the six months’ period. 

“Like everything else of this sort, 
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the next reports will mot require as 
much time relatively, as they are now 
clearly understood and as previously 
stated, it is just a question of handling 
and balancing detail.” 

A memorandum accompanying this 
letter gave additional details: 


‘“ForM SS2: Upon receipt of supply 
of Form SS2a, we immediately had 
shown thereon, first, under caption 
“Period Ended,’ the date 6-30-37; 
second, under caption ‘Employers 
Name,” the name of the company, and 
address. These forms were then sent to 
factories, general, district and sales 
offices, with instructions as to the com- 
pletion thereof. Factories supplied com- 
plete information for all employees ap- 
pearing on factory payroll from their 
‘Record of Employees’ Earnings Form 
2304.’ 

“For factory employees appearing 
on New York salary roll, this form 
was also completed at the factory for 
employees whose rates they had been 
showing on the salary roll; the forms 
for the balance of the employees on 
the salary roll being completed in the 
New York office. 

“General, district and sales offices 
were required to complete Forms SS2a 
for all employees except in the case of 
item 4—‘‘Taxable Wages Paid to Em- 
ployees,’” which was taken from salary 
record in New York. 


‘“ForM SS2: On Form SS2 our fac- 
tories were required to recapitulate 
their Forms SS2a, using one for salary 
roll employees and one for factory 
payroll employees. 

“GENERAL REMARKS: As to short 
cuts, time and labor savers, and the 
like, we have little to report and I 
question whether there will be any 
sensational developments along these 
lines in the immediate future. Believe 
our greatest assistance in this respect 
was due to the fact that we were able 
to divide the work among our factories 
and general, district and local offices. 
Figures furnished by all these sources, 
however, of necessity had to be checked 
in New York and we simply had to 
check carefully all Forms SS2a and 
SS2 which were submitted by the 
various sources supplying the informa- 
tion. 
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“As to the number of clerical hours 
required for this special job, will say it 
is absolutely impossible for us to fur- 
nish an estimate of the time taken to 
develop these figures as we did not ask 
our people in our many factories and 
offices to keep record of such time.” 


When Workers Are On Piece Work 


The controller of a company em- 
ploying several thousand employees 
described his problems and how he 
handled them, in detail, as follows: 


“I appreciate very much that an in- 
quiry such as the one which you have 
instigated is bound to bring out some 
desirable short-cut methods, but I am 
afraid that we have not taken on any 
recognized mechanical means for do- 
ing the job which would be of interest 
or acceptance to others who might be 
concerned. In the first place, we have 
always had what we called an ‘Earn- 
ings Record’ card for each employee. 
When the Federal law came into be- 
ing, it was necessary for us only to 
elaborate somewhat on the informa- 
tion on the card to fit the information 
required by the department. 

“So, we have today the equivalent 
of a ledger card for each employee. 
Cards covering the plant employees 
are posted each week on an Elliott- 
Fisher flat-bed accounting machine, 
one which we have had for quite some 
little time. It picks up the old balance 
and writes the date and other informa- 
tion, strikes in the current weekly earn- 
ing amount and then accumulates it to 
a new balance. This same procedure is 
followed with monthly employees, 
only the accounting is done once a 
month rather than once a week. 

“In preparing forms SS2 and SS2a, 
these were first run through the ad- 
dressograph where they were im- 
printed with the man’s name and num- 
ber, and the like, and the amount of 
earnings for the period in question as 
covered by the first report was then 
written in by hand; in other words, 
just copied from these employee ledger 
cards. This job, of course, could be 
done on the typewriter and perhaps 
when we prepare the next quarterly 
report we shall do it that way. 
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CLERICAL ERRORS HINDERED 

“In preparing the first reports we 
ran into some difficulty as the result of 
clerical errors and it took about 180 
hours to prepare these reports for our 
plants located here and elsewhere and 
also a number of branch warehouses, 
in all covering approximately 4,000 
employees. However, it is felt that 
subsequent accounting and the pre- 
paring of these reports will not be a 
complicated job and it is estimated 
that it would not take more than about 
75 hours to do the job complete, 
through the means which we use. 

‘Perhaps at this point I should say 
that the work of our Payroll Depart- 
ment is not wholly mechanical. The 
nature of our business is such that 
about 90 per cent. of the plant is on 
piecework and the plant is split up 
into sections. Certain sections can ac- 
complish the accounting of what they 
do more quickly than others, because 
it is less complicated. The work per- 
formed comes through to the Payroll 
Department pre-calculated on job cards 
each day. The paymasters’ supervisors’ 
job then is to check the rates and the 
calculations, accumulate what a man 
has done for a day, and enter that 
total as an item, by hand, on a pay- 
roll sheet for Monday and the same 
procedure is carried through for the 
other days of the week, and a total 
hours and total wages figure is arrived 
at in a column, resulting in the gross 
earnings for the individual. There are 
a few columns following in which are 
entered the various types of deduc- 
tions, including Old Age Benefits, and 
finally, the amount of the net earnings 
is entered, likewise by hand. 


CHECK WRITING MACHINE USED 

“The mechanical operation first is 
through the means of an address- 
ograph which prepares in advance all 
of the payroll sheets and after the 
earnings have been established through 
the method just described, these pay- 
roll sheets are then passed through the 
check writer where the man’s name and 
the amount and the date and payroll 
period are put on automatically. This 
is not an accounting machine, but a 
Todd check-writing machine. 
“We have considered payroll set- 





ups which involve the preparing of the 
payroll sheet, writing the check and 
producing the earnings record card 
all in one operation. This plan has its 
advantages and likewise its disadvan- 
tages. When a lot of checking or audit- 
ing of a rate and the computation of 
an amount must be done by someone 
who is capable of computing a com- 
plicated piece-work rate and applying 
it against the work that was produced, 
and using a piece-rate schedule in 
order to make the check, it would be 
necessary under such circumstances to 
have more than one or two machines to 
produce so slowly everything in one 
operation, and it would reduce a vol- 
ume of work which is now spread, to 
the neck of the bottle—one machine or 
two machines. 

“We may be wrong, but we are 
thinking in terms of our own job and 
not so much of the other fellow’s 
where the nature of his work and what 
he has to accomplish might be differ- 
ent and lend itself more readily to a 
mechanical operation. Under our pres- 
ent plan, we have about seven so- 
called supervisors of auditors in the 
Payroll Department at the head of each 
division group, and as I explained pre- 
viously, certain departments in the 
plant can accomplish their work faster 
than others. Therefore, it follows that 
certain of these paymaster controls 
would have their material ready and 
complete for the issuing of the check 
much quicker than others and it per- 
mits them to use this extra time to do 
their own work rather than pass it on 
to an operator or a machine or ma- 
chines.” 


Collector Returns Reports, for 

Employer’s Identification Number 

The controller of a utility company 
wrote: 

“Anticipating that the Bureau of 
Internal Revenue would require re- 
cording of earnings of the individual 
employee subject to income tax under 
Title VIII of the Social Security Act, 
we designed our individual employee 
earning record to take care of an ac- 
cumulation of his earnings and as en- 
try was made of the current earnings, 
the accumulation was also posted. 

“At the end of each month the ac- 

(Please turn to page 300) 

















When ideal working environment is 
combined with ideal working tech- 
nique in any figure-work department, 
increased efficiency and worth-while 
savings result. The Memphis Power & 
Light Company of Memphis, Tennes- 
see, achieves this happy combination 
through the use of the most modern 
indirect desk-lighting system (see 
photograph above) and modern 
**Comptometer”’ methods: 


“Our General Accounting office uses 
the Model J ‘Comptometer’ exclusively 
because of its accuracy, flexibility, and 
speed in proving ledger postings, ex- 
tending invoices, accounting distribu- 
tion of invoices, preparing financial 


and operating reports, and distributing 
payroll labor. In other departments, 
the ‘Comptometer’ is used for balanc- 
ing proof sheets for customers’ bill- 
ings, for proving requisitions, and 
for figuring inventory on 80,000 
classifications. 


“Better than fifty per cent savings 
has been attained through the use of 
the ‘Comptometer’ Peg-Board on 
analysis of residential, commercial, 
and industrial sales and service.” 


There are ample grounds for assum- 
ing that ‘‘Comptometer’” methods 
can effect substantial savings in your 





concern’s figure-work set-up. May 
we show you how—in your own office, 
on your own job? Telephone your 
local ‘‘Comptometer”’ office, or write 
direct to Felt & Tarrant Mfg. Co., 
1734 N. Paulina Street, Chicago, III. 


““Comptometer” 


COMPTOMETER 


Reg. U. S. Pat. Off. 
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cumulated earnings of the individual 
employees subject to the tax is proved 
with the accumulation of earnings as 
reported on the monthly reports, Form 
SS1. In this way we were prepared 
after the posting of the June 30, 1937 
earnings to begin preparation of Form 
SS2-A. 

“The SS2-A forms (covering 441 
employees), were prepared by typists 
from the individual employees’ earn- 
ings record. On completion of the typ- 
ing of Forms SS2-A, they were run off 
on an adding machine and the total 
was proved with that as shown on 
Forms SS1 for the six months ending 
June 30. Form SS2 was then prepared 
which, as you know, is a summary of 
the six forms SS1 with the addition of 
the number SS2-A and the total earn- 
ings as shown by Form SS2-A. This 
work was completed by the twenty- 
seventh of July and both Forms C22 
and SS2-A were forwarded to the Col- 
lector of Internal Revenue. 

“Not having received from the Col- 
lector of Internal Revenue the em- 
ployer’s identification number, we at- 
tempted to file these forms without it. 
The collector indicated on Form SS2 
our identification number and returned 
both SS2 and SS2-A to us to have this 
number impressed upon each form. 
Rather than have these forms pass 
through the typists’ hands again, and 
to insure accuracy, we had a rubber 
stamp prepared of this employer's 
identification number and impressed it 
upon each Form SS2-A. This work, 
including typing, checking and pre- 
paring, required 78 clerical hours. 

“The foregoing covers the service 
company organization, having offices 
and employees in New York, Michi- 
gan, and Alabama, but not any of the 
utility operating companies in our sys- 
tem.” 

A Coal Company’s Handling of Problem 

A Pennsylvania corporation produc- 
ing anthracite coal at five separate col- 
lieries ; 6,350 employees. 

Requirements 

Quarterly individual reports of tax- 
able wages of all employees. State Un- 
employment Compensation— (form 
UC2a and Summary UC2). 

Quarterly individual reports of tax- 
able wages of employees under 65 
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years of age: Federal Old Age Pen- 
sion (Form $S2a and Summary SS2). 


Basic Record 

This Company made copies of all 
forms SS1, application for Social Se- 
curity numbers, which is retained as a 
permanent file. From this, a card for 
each payroll period was established, 
showing the men who would attain age 
65 years and the date for each. 


Payroll Method 

Payrolls are produced with punched 
card tabulating equipment, the master 
name cards containing an indication of 
all employees over 65 years, and a 
card is inserted with men number to 
show the taxable wages to date of at- 
taining 65 years, with a second card of 
non-taxable wages to equal the total 
earnings. 


State Reports 

State earnings reports UC2a calls 
for earnings of all employees. These 
are run first, and to comply with state 
regulation, we furnish adding tape for 
each 500 group. The machines pro- 
duce a list (500) showing man num- 
ber, social security number, and two 
(2) identical columns of taxable 
wages, the last being cut off, as the 
required tape, leaving a file list show- 
ing man number, social security num- 
ber and amount. Summary of these lists 
provides the information for summary 
form UC2. 


Federal Reports 

Federal reports of taxable wages 
form $S2a are produced and listed in 
the same manner as the state report, 
after sorting out non-taxable wages of 
employees over 65 years of age. 

Taxable wages of salaried em- 
ployees are reported in the same form, 
but the reports are typewritten. 

At this time, we are unable to state 
the number of man hours required to 
produce these two sets of reports. 


Must Split Weekly Payroll 
at Close of Month 

Some difficulties encountered are de- 
scribed by this controller: 

“Our payrolls are made up on a 
weekly basis which, if we are forced 
to follow the regulation as now out- 
lined by the Revenue Department, will 
require the weekly payroll to be split 





at the close of each month where the 
month does not end on a week ending 
date. The State of Kentucky requires 
quarterly reports on unemployment in- 
surance of individual employees re- 
porting the number of hours, the 
amount of wages received each week 


during the quarter. This individual 
record was designed to permit com- 
plete weeks and parts of weeks to be 
recorded in the month in which they 
belong and at the same time provide 
for an accumulated total by weeks or 
by months. 

“The subject forms that were made 
up as of June 30 for the first six 
months of this year covering old age 
pension section of the Social Security 
Act cover only the wages earned which 
would be the total wages of the first 
six months of the year which would 
be recorded on the last line of the page 
as of the record in the column ‘‘Total 
Quarter.” 

“We have three thousand employees. 
The individual records are kept up to 
date by two girls working eight hours 
a day. We believe this work is now 
being handled at a minimum cost. It 
is doubtful if we can secure mechanical 
equipment that will handle this work 
at less cost than is now being done, 
and we may conclude at the end of 
this year to continue the hand work 
rather than go into the mechanical 
field. This briefly gives you an out- 
line of the plan we have used to han- 
dle this work.” 


Approaches Maximum of 
Simplicity 

A procedure is described here which 
the controller believes approaches the 
maximum of simplicity: 

“The preparation of Form SS-2 is a 
very simple procedure for us. All our 
employees are on a fixed salary and a 
fixed schedule of hours. For 80 per 
cent. of our employees the salary does 
not change from the beginning to the 
end of the calendar year. Our salaries 
are reviewed once each year as of Jan- 
uary 1; and any adjustments become 
effective at that date. Our payrolls are 
made up from addressograph plates. 
This same information from the same 
plate is also imprinted on an individ- 
ual employee's earnings record, and on 
a stub attached to the check, which is 





























detached by the payee and kept as his 
record. This payroll check (also im- 
printed from the same plate) shows 
the name and social security number; 
and, by using a cover plate, the net 
amount of the check. 

“About 200 man hours per month 
are required for all these operations 
which cover semi-monthly payments 
to about 1700 employees and weekly 
payments to about 200 employees. 

“Form SS-2a is printed directly 
from a Hollerith card which calculates 
the total for the period by multiplying 
the semi-monthly salary by the number 
of pay periods covered. The machine 
prints the name, social security num- 
ber, and the total paid for the period. 
This operation requires about 14 hours. 
This machine also accumulates the in- 
dividual totals. The grand total is 
proved against the total of the em- 
ployee’s earnings record which simpli- 
fies the preparation of Form SS-2. 

“For our purposes we believe the 
methods used approach the maximum 
of simplicity joined with accuracy and 
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Combines Mechanical and 
Manual Procedures 

Ten thousand dollars a year is the 
estimated additional cost involved in 
preparing the reports, according to this 
controller: 

“All payroll accounting for all the 
operations of this company, as well as 
its subsidiary companies, in about 
thirty-five states and the District of 
Columbia, is centralized in this office. 
Practically ten thousand employees are 
involved with a payroll of about nine- 
teen million dollars a year. 

“Due to the various state govern- 
ments and the federal government con- 
stantly revising their forms, methods 
of reporting, and the like, to the extent 
that the work is not entirely settled, 
expenditures have not as yet been 
made for any special type of mechani- 
cal equipment, although we do use 
tabulating machines in connection 
therewith. Pending the ‘settling down’ 
and uniformity between states, we have 
adopted a method combining mechani- 
cal and manual which, we believe, is 
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“In the oil industry there are various 
and sundry types-of operations, such 
as development, production, transpor- 
tation (various types), manufacturing, 
distribution, selling, and so forth. 
Therefore, these payrolls are compiled 
from various types of sources. 

“We adopted a form, ‘Labor Pay- 
roll and Check Register,’ which is pre- 
pared at the source of operation. This 
automatically accumulates and accrues 
wages as well as Federal old age bene- 
fit and state unemployment compensa- 
tion taxes. The tabulating machine 
cards are cut from these registers and 
monthly machine runs are prepared, 
segregating wages by the various oper- 
ations, by states, and by classification 
of taxable and non-taxable. The 
monthly accrual for both Federal and 
state social security taxes is then pre- 
pared from these machine runs. 

“In order to accumulate the wages 
and taxes of each individual employee, 
we designed a form, ‘Employee’s Earn- 
ings Record.’ This record is posted by 
hand from the ‘Labor Payroll and 
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Form SS-2a is typed from these indi- 
vidual ‘Employee’s Earnings Record’ 
forms. 

“It is our belief that this combina- 
tion of mechanical and manual opera- 
tion best serves the purpose at this 
time, although we are constantly keep- 
ing in mind that at some future date 
it will be advantageous to use mechan- 
ical equipment to do practically all 
this work. 

“It is estimated that these taxes and 
necessary records pertaining thereto 
added approximately ten thousand dol- 
lars a year in additional accounting 
costs.” 


Puncture Proof Procedure 

The reports required from payroll 
locations, as described by this control- 
ler, are interesting: 

“This company received but one 
employer number and filed only one 
Form SS-2. 

“Our payrolls are prepared at fifty- 
four locations. 

“Our Printing Department im- 
printed the answers to questions 1 and 
5 on SS-2a. 

“The Printing Department address- 
ographed answers to questions 2 and 3 
on SS-2a by use of addressograph 
plates used regularly for other payroll 
purposes. 

“All Forms SS-2a were held at 
Printing Department until the follow- 
ing report was received from each of 
the fifty-four payroll locations; viz. : 


“Total of amounts to be reported as 
answers to question 4 on Forms 
SS-2a; 

“Amounts transferred to other pay- 
roll locations; 

“Amounts transferred from other 
payroll locations ; 

“Amounts paid to employees over 
65 years of age; 

“Total amount of payrolls during 
period covered. 


“When all of these reports had been 
received, the general accounting office 
checked the amounts with the totals 
for the company to be reported on 
SS-2. 

“When all differences had been rec- 
onciled, Forms SS-2a were released by 
the Printing Department. 
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“Payroll locations then wrote in, by 
hand, answer to question 4 and, when 
necessary, filled in answers to ques- 
tions 6 and 7. 

“When this had been completed, 
each location returned its Forms SS-2a 
with adding machine tape showing de- 
tail and total of amounts appearing as 
answers to question 4. 

“The general accounting department 
then made an item count of the num- 
ber of Forms SS-2a and the number 
of items on the adding machine tape. 
If these agreed and the total checked 
with the report referred to previously, 
they were considered ready. 

“When all locations had been sim- 
ilarly checked and Form SS-2 had been 
prepared, the individual location 
bundles of Forms SS-2a, separately 
wrapped, were packed in a container, 
the contents of which finally included 
all reports for the entire company. 

“Upon delivering the container to 
the internal revenue office, the arrange- 
ment was pointed out to the man in 
charge of this work, with the request 
that in balancing the individual Forms 
SS-2a with the total on Form SS-2, he 
check the individual location bundles 
separately, so that should a difference 
appear it could be localized. This he 
promised to do. 

‘No extra help was employed espe- 
cially for this purpose. We estimate 
that it required about one thousand 
hours of clerical time to complete the 
work.” 


Done Economically and Without 
Difficulty 

The task of preparing nearly 5,000 
reports was not looked on as a difficult 
task by this employer: 

“Our problem was to prepare and 
submit one Form SS-2 and 4,865 of 
Form SS-2a, covering taxable payrolls 
which, for the six months’ period end- 
ing June 30, 1937, totaled $3,154,- 
380.08. These payrolls were prepared 
at ten points—one in the controller's 
office in Chicago covering 599 em- 
ployees in the general office, and thir- 
teen branch offices located throughout 
the country; and the other nine pay- 
rolls covering 4,266 employees were 
prepared each at our separate manu- 
facturing plants, under the direction 
of nine local plant auditors. 


“The completion of this work, even 
considering its great volume, was not 
looked upon as a difficult feat, and was 
accomplished economically and with- 
out difficulty. This we attribute to the 
preparation made prior to the effective 
date, January 1, 1937, of Title IX of 
the Social Security Act. This prepara- 
tion consisted of designing simple but 
effective harmonized payroll sheets and 
individual employee earnings records, 
which could be prepared with the 
equipment we had at the time, thus 
avoiding the necessity of purchasing 
expensive machinery. In addition to 
the two records mentioned, a summary 
of social security employment report 
was designed, and is being prepared 
monthly at each payroll point and sent 
to the controller’s office. All informa- 
tion such as exemptions, and the like, 
required by both state and federal 
laws, is contained on these summary 
reports, and from them proper charges 
and accruals are made to general 
ledger accounts; also, payments and 
necessary reports, all of which are 
made by the controller's office, are 
based on these monthly summaries. 

“The effectiveness of our system is 
better appreciated when the fact is 
known that only one individual in the 
controller’s office handles the necessary 
work relative to payments and reports, 
and directs the social security work on 
payrolls at the entire ten payroll points.” 


Postponed Installing 
Mechanical Equipment 
The procedure described by this 
controller involves no journal charges. 
His only posting is from payroll sheets: 
“This company has not employed 
any mechanical equipment in the rec- 
ord-keeping required under the Social 
Security Act. It was our belief that 
we could well postpone this during the 
first year of the Act, awaiting develop- 
ments in the regulations themselves, 
and also in the application of mechan- 
ical devices in such record-keeping. We 
did design special payroll sheets and 
special individual employment records 
showing the total earnings and total 
deductions, as well as the net payment. 
“One feature we have adhered to 
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strictly has been the recording on the 
payroll sheets of every expenditure on 
account of payrolls and salaries. Our 
only posting is from these payroll 
sheets which cover all the payroll 
items. We have no journal charges or 
the like to contend with in posting 
our payrolls. 

“The SS-2a forms were prepared on 
the typewriter. Items 1, 2 and 3 were 
entered prior to the date of closing, 
and Item 4 was entered after the total 
wages had been calculated for each 
employee. Item 5 was put in by rubber 
stamp which showed the name and ad- 
dress of the employer as well as his 
identification number. 

“After all the employee wages had 
been listed on the SS-2a forms, the 
total of the wages so recorded were 
agreed minutely with the total wages 
paid for the six-month period as shown 
by our summary of payrolls. We were 
able to do this in groups, our payrolls 
being divided in all in about eight 
different groupings. We were fortu- 
nate in being able to arrive at an exact 
balancing quite readily. 
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“The total of the tax shown to be 
due by the Form SS-2 was then rec- 
onciled with the amount of reserve 
that had been established monthly. For 
our own record, we listed each em- 
ployee and the amount reported in 
columnar form, leaving provision on 
the same form for the amounts which 
we will report for the next two quar- 
ters and the total for 1937. We ex- 
pect, in this way, to be able to show 
on this listing the amount of salary 
paid each employee and the total 
amount of all payrolls for the year. 
We think this record-keeping will be 
very useful to us whenever we may 
be examined by the federal agents on 
this tax, and it will also help us in 
making our salary returns to the gov- 
ernment at the end of the year. 

“We estimate that this special job 
has required the full time services of 
one junior female clerk. It has, of 
course, required quite a little supervi- 
sion, but we feel that we now have 
our plan working well, and to date are 
satisfied with the results we have ob- 
tained.” 


1937 
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Essential Procedure Is 
Accurate Analysis Each Week : 

Using the printer of the tabulating 
machine was found to be the best 
method, by this controller: 

“From the experience gained last 
month I feel that the essential require- 
ment of the social security procedure 
is an accurate analysis of payrolls each 
week and each month to determine the 
amount of payroll subject to tax, which 
analysis becomes a control account with 
which the details of the individual em- 
ployee’s taxable earnings must agree 
in total. The control figures so re- 
corded make the preparation of Form 
SS-2 a matter of but a few minutes’ 
work. 

“If an employee’s earnings are not 
subject to the tax, that fact is shown 
on his record card, which cards are 
written up each week for wage earners 
and each month for salaried employees, 
direct from our payrolls, the actual 
postings being performed on_book- 
keeping machines which accumulate 
the hours, days and earnings to date 

(Please turn to page 305) 
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Throughout your organization, wherever records must be protected 
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the complete Diebold Line that are used daily to 
bring protection to records where they are used— 
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REVIEWS of Recent Business Publications 


TWO CYCLES OF CORPORATION 
PROFITS, by Laurence H. Sloan and Asso- 
ciates. Harper & Brothers. 428 pages. $4.50. 

In explanation of the reference to two 
cycles, the authors refer to 1922-1933 and 
1934-19xx. Mr. Sloan is an economist and 
vice-president of the Standard Statistics 
Company. Assisted by his staff in the 
preparation of this work, he gives the busi- 
ness man and investor a glimpse into the 
future of American business through a pene- 
trating analysis of the prospects of major in- 
dustries as evidenced by their present profit 
conditions and prospects. 





h UES, sate asad 
Protect Valuable Documents 

Controllers know the importance of protect- 
ing valuable documents against loss or fire. 
Why risk loss of originals when photo copies 
will serve same purpose and permit originals 
to be filed in vault? Factories, banks, insur- 
ance companies and other businesses find it 
economical and efficient to install a Rectigraph 
for copying records of all kinds. 

The Rectigraph illustrated above is a ma- 
chine for making photographic reproductions 
of documents, photographs, maps, drawings, 
handwritten or printed, at actual, reduced or 
enlarged sizes. These are known as Photo 
Copies. They may be negatives (white figures 
on black background) or positive (black figures 
on white background) as required. Prints as 
large as 18 x 24 inches or as small as a postage 
stamp can be made. Photo copies are accepted 
as legal evidence and have proven their worth 
in many law suits. 

Without obligation may we present data to 
show the application of the photo copy process 
to your special business? Write today: 


Rectigraph Division of 


THE HALOID COMPANY 


701 Haloid St., Rochester, N. Y. 
Branch Offices in Principal Cities 









Authoritative and complete information 
concerning the profit history and prospects 
of 135 corporations whose securities are 
listed on the New York Stock Exchange is 
presented factually and graphically in a 
manner to be of maximum value to in- 
vestors and all those interested in security 
prices, past, present and future. 

Business depressions have occurred time 
and again. Between one depression and the 
next, there has always been a period of 
prosperity. These have varied in degree and 
intensity. The pattern traced by business in 
its movement from the major depression to 
the next one is now commonly referred to 
as a business, or major economic, cycle and 
this is the sense in which the term cycle is 
used in this book. 

The main concern of the volume is with 
three factors; the long term earning power 
of leading American corporations; their 
long term dividend paying power and the 
long term value (not price) of their secu- 
rities. The plan of this study is to examine 
and seek to explain what occurred during 
the 1922-1933 cycle, in the hope of deriving 
some guidance as to what seems //kely to 
occur during the 1934-19xx cycle. 

First, there is given a graphic outline of 
the start of the 1922-1933 cycle, the causes 
for it down to the end of the era. Then the 
authors state that the basic elements neces- 
sary for a cyclical recovery in business and 
corporation profits are present today but for 
certain reasons they have been held in check 
too long. Further cyclical recovery is 
definitely forecast but the authors state that 
no forecast is currently justifiable as to 
whether this will be a normal, sound re- 
covery or whether it will require the stim- 
ulative administration of inflation, on a 
major scale, and will therewith carry its own 
ultimste death sentence. 

Numerous uncertainties, capable of work- 
ing profound and permanent influences in 
our economy, place on the investor a burden 
of continuous reforecast that is heavier than 
he would customarily carry in the early 
stages of a normal upward swing. There- 
fore, his program must be one which can 
readily and quickly accommodate itself to 
change; his facilities must be such as to 
enable him promptly to detect change, in- 
telligently to analyze its significance and to 
project its probable potentialities into the 
future. 

Following an outline of the study pro- 
gram, which discusses profit cycles, fluctua- 
tions in profit-making factors, costs as a 
constant, profits and dividends, earnings on 
invested capital, percentage return on stock- 
owners’ share of invested capital, change in 
invested capital, inventories and cash posi- 
tion, there follows the detailed study of 135 
industrial corporations. 

These industries are embraced within the 
following fields; automotive, steel, non-fer- 
rous metals, building, chemical, petroleum, 
food products, tobacco, beverage, confection, 


retail, coal, electrical equipment, agricul- 
tural equipment, railroad equipment, metal 
containers, shoes and textile. 

The conclusion is reached that from the 
present level, general business activity, the 
volume of production, commodity prices, 
business profits, common stock prices, and 
the like, will increase substantially farther 
at some time during near-term future years, 
and that between the present and later ap- 
preciable expansion in our economic activ- 
ity no intervening downward reaction of 
major degree will occur. Overstimulation 
will ultimately arrive, another economic 
crisis will finally be reached and, following 
the crisis, another period of depression will 
ensue. 

This is an excellent work fully worthy of 
careful perusal on the part of anyone inter- 
ested in the subject. The mere fact that its 
presentation emanates from those connected 
with the Standard Statistics Company is 
sufficient guarantee of its value. 


MANAGING FOR PROFIT, by C. E. 
Knoeppel, with the collaboration of Edgar 
G. Seybold. McGraw-Hill Book Co., New 
York City. 343 pages. $3.50. 

This book is divided into four parts, 
(1) Profit-Minded Management and _ Its 
Tools, (II) Technique of Determining and 
Relating Profit Trends, (II) Profit Plan- 
ning and Control, and (IV) Major Ele- 
ments in Assuring Profits. 

Profit-Minded Management is contrasted 
with penny wise, pound foolish financial 
management which fears to take a chance, 
salesminded management which takes too 
many chances, and specialized types of 
management over-intent on such activities 
as inventing new products or installing 
more modern equipment. Profit-minded 
management uses all these abilities, but 
judges them in proportion to their respec- 
tive contributions to profit. Its tools em- 
body the principles of the “graphic bal- 
ance sheet’”” or Knoeppel Capitalgraph in 
balancing the capital items against sales 
and the Knoeppel Profitgraph in balancing 
sales against fixed and variable costs. It 
assures profit by deducting a predetermined 
amount from expected income, and finding 
ways and means of operating on what is 
left as ‘‘allowed costs.”’ 

Part II consists of 72 pages dealing with 
the technique of determining and relating 
profit trends, the mathematics of profit 
making and the construction of Profit- 
graphs and Capitalgraps. It is full of il- 
lustrative cost tables, geometrical diagrams 
and algebraic formulae. 

Part III begins with a chapter on Organi- 
zation for Profit Planning. The author ad- 
vocates a controllership and defines it as 
“The co-ordinating function in business, 
working in a detached and unbiased way, 
and charged with the responsibility of plan- 
ning for profits and providing suitable prof- 
it-control machinery. It is the investigative, 
analytical, suggestive, and advisory func- 
tion, studying the business at all points, 
all the time, and formulating what the pro- 
posed practice should be with reference to 
sales, production and financial control, 
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which accepted or modified by the executive 
management, becomes the approved prac- 
tice for use by the performance or ‘line’ 
function of business.’””’ But mathematics, 
plus charting, plus the engineering ap- 
proach can, he thinks, just about double 
the effectiveness of any controllership. 

The remaining chapters of Part II deal 
with the relation of cost accounting to 
budgeting and the proper planning of sales 
to profit making. Accounting is effect, 
not cause. Management is cause. Account- 
ing records what management does and 
auditing verifies what accounting says that 
management did. The purpose of budget- 
ing is to enable management to plan and 
control the activities of people to the end 
that there may be profits during the future. 
The common type of budget, however, is 
based on the fallacy that a budget can be a 
fixed thing against which we can _ later 
compare actual results under conditions 
totally different from the ones expected 
when the budget was prepared. While 
fixed costs remain constant as sales or pro- 
duction volume rises or falls from the 
expected, more or less of the variable costs 
must be added to or deducted from the 
budget allowances to obtain useful cost 
standards for the actual volumes. This 
spells what is called “variable budgeting.” 

The Major Elements of Assuring Profits 
are discussed with chapters of Part V on 
(1) Securing Profitable Sales Through Mar- 
ket Analysis, Sales Planning and Selling 
Cost Control, (2) Production Control To 
Speed Turnover, (3) Wage Incentives, (4) 
Waste Elimination, (5) Human Engineer- 
ing, and (6) General Administration for 
Profit. 

This book deals with a subject on which 
every controller is likely to have very defi- 
nite ideas of his own. Hence, its appeal 
may vary in direct proportion to its re- 
semblance to such individual ideas. None 
of us, however, can afford to be so set in 
his way as to pass up an opportunity of 
examining the other fellow’s method. This 
book is undoubtedly such an opportunity. 


Both Reviewed by E. STEWART FREEMAN, 
Dennison Manufacturing Co. 


Controllers Describe Procedures 

(Continued from page 303) 
as the current entries are made. This 
gives us at any time a visible and up 
to date statement of each man’s em- 
ployment. At the beginning of each 
quarter a new accumulation is started 
so that the record shows at a glance the 
quarterly earnings, with provisions 
made for a yearly total to be used for 
income tax and other purposes. 

“For several years we have main- 
tained a personnel record by using a 
tabulating card for each employee, 
showing his name, clock number, job 
classification, age, rate of pay, and the 
like, to which data we now have added 
his social security account number. It 
was a simple matter to have these 


cards duplicated in advance of the time 
they were to be used, so that when 
June 30 arrived and the payroll data 
was posted to each man’s earnings rec- 
ord, all we had to do was turn this 
record over to the tabulating depart- 
ment to punch the one item of taxable 
earnings. The pre-punched tabulating 
cards were in clock number order, the 
same as the earnings record cards. To 
prove the accuracy of this punching 
was a straightforward job, as for each 
of our twenty-two plants and offices we 
had the previously mentioned control 
figures. 


MUCH FasTER THAN TyPEWRITING 
“Forms SS-2a (in strips of five 
forms) were placed in the printer of 
the tabulating machine, the punched 
cards inserted, and the data run off. 
Admittedly, this was not a full speed 
tabulating job, as the forms were 
moved up manually, but each time a 
card went through, Form SS-2a for 
that man was completed, showing his 
mame, account number and _ taxable 
earnings. This was so much speedier 
than using a typewriter that there is no 
comparison in the methods; also as the 
tabulating cards for employees at any 
one location were completed, we hd 
a further immediate check of the total 
taxable earnings. 


Another Milestone 
(Continued from page 291) 

This annual gathering of controllers 
served, as have its predecessors, to 
accentuate the progress that has been 
made by controllership during recent 
years. It was the occasion for making 
many new acquaintances and for re- 
newal of friendships. It made possible 
the exchange of views and thoughts of 
controllers with respect to their im- 
mediate problems, both technical and 
professional. It clarified those prob- 
lems, crystallized thought, and con- 
solidated the gains made by control- 
lers since formation of The Institute 
late in 1931. The many messages of 
congratulation and commendation re- 
ceived during and since the annual 
meeting indicate that the conclave 
served a most useful purpose. 













































with this NEW 
All-Electric Full-Automati 


MAKCHANT 


Not only the world’s fastest, quietest 
calculator... but also the world’s most 
easily operated calculator. Unequalled 
SILENT-SPEED and continuous, non- 
stop, smoothly-flowing mechanism... 
these are but two of the Marchant’s 
Twenty Points of revolutionary and ex- 
clusive superiority! Only Marchant pro- 
vides one hand keyboard control, pos- 
itive electric clearance in any carriage 
position, complete carriage capacity 
carry-over, true-figure proof dials in 
perfect alignment for all three factors! 
MARCHANT... alone... gives you such 


super-performance, efficiency, economy! 


MARCHANT 


CALCULATING MACHINE COMPANY 


HOME OFFICE: OAKLAND, CALIFORNIA, U. S. A. 
Service Throughout the World 











Marchant Calculating Machine Company a 
1475 Powell Street OA9-37 
Oakland, California 


Please send me further MARCHANT infor- 
mation without cost or obligation. 


Name 
Address 
City 
































NEW MEMBERS ELECTED 


At a meeting of the Board of Directors 
of The Controllers Institute of America, 
held October 5, 1937, the applicants named 
below were elected to active membership 
in The Institute: 


GeorGE E. BASKIE 
American Optical Company, Southbridge, 
Massachusetts. 
R. D. BURNET 
Zenith Radio Corporation, Chicago. 
ERNEST H. FARRELL 
Stewart-Warner Corporation, Chicago. 
T. GARTRELL 
General Metals Corporation, Oakland, 
California. 
Lioyp E. HoGsEtT 
Axelson Manufacturing Company, Los 
Angeles. 
Harry E. KELLOGG 
Link-Belt Company, Chicago. 
FRANK H. LAMB 
Merchants Distilling Corporation, Terre 
Haute, Indiana. 
Harry W. LILLENGREN 
Bliss & Laughlin, Inc., Harvey, Illinois. 
ALBERT W. LAUTER 
Riegel Paper Corporation, New York 
City. 
W. S. McMENEMY 
Schick Dry Shaver, Inc., Stamford, Con- 
necticut. 
ALBERT H. RUMBLE 
Remington Rand, Inc., Buffalo, New 
York. 
RUDOLPH J. SEMSCH 
Cargill, Incorporated, Minneapolis. 
JAMES WASSON 
Colgate-Palmolive-Peet Company, Berke- 
ley, California. 
GeorGE B. WHITFIELD 
The Quaker Oats Company, Chicago. 


ORGANIZATION MEETING 
OF ROCHESTER CONTROL 


Elaborate preparations have been made 
by the Rochester Control for its charter 
meeting, to be held October 27, at the 
Rochester Club. A most attractive printed 
invitation and announcement was sent 
out. Four of the national officers, pres- 
ent and past, of The Controllers Institute 
of America, are to attend, when the Con- 
trol’s charter is presented. 





To the Controller of an Inquiring, rather 
than a Satisfied Mind 


SICHECKS 


INCORPORATED 
73 MURRAY ST. NEW YORK, N. Y. 


An Accounting Procedure, paid for by the 
order for checks which make it effective 


Complete your A/P, Payroll or Dividend 
operations solely by typing your checks 
from rolls on a typewriter—usable for or- 
dinary purposes when not typing checks. 
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Controls 











Bridgeport 

The first meeting of the season of the re- 
cently organized Bridgeport Control was 
held September 27 at the University Club 
in Bridgeport. Mr. H. Zellman discussed 
the uses of tabulating machines in tax, pay- 
roll and general accounting. His discus- 
sion was illustrated by charts and forms. 

The Nominating Committee which was 
authorized at a meeting held July 15 to 
prepare a list of nominees for officers and 
directors, presented its report. The elec- 
tion of officers took place immediately and 
resulted as follows: 


President: Louis M. NIcHoLs, General 
Electric Supply Corporation, Bridgeport. 
Vice-President: E. R. Dayton, Russell 
Manufacturing Company, Middletown. 

Secretary-Treasurer:; W. H. FArETH, The 
Bristol Company, Waterbury. 

Directors: HERBERT J. REEVES, Interna- 
tional Silver Company, Meriden; JoHN 
V. MonracuE, Scovill Manufacturing 
Company, Waterbury; E. G. HELtyar, 
J. B. Martin Company, Norwich; J. F. 
McCartHy, United Aircraft Corpora- 
tion, East Hartford. 


It was decided that monthly meetings 
should be held on the first Wednesday of 
each month except July and August. Di- 
rectors’ meetings will be held on the same 
date as the monthly meetings. 


Chicago 

The first meeting of the season was held 
by the Chicago Control on September 28. 
It was addressed by Mr. Eugene S. Taylor, 
manager of the Chicago Plan Commission. 
He described the plans that are being made 
by the commission for the improvement of 
Chicago as a residential and business center. 
President Roy S. Holden presided. 


Cincinnati 


The first meeting of the season of the 
Cincinnati Control was held September 21 
at Hotel Alms in Walnut Hills. It was de- 
voted largely to a discussion of the pro- 
cedures followed by members in preparing 
forms SS-2 and SS-2a under the old age 
benefits provisions of the Social Security 
Act. There was also a discussion of the 
coming fall and winter meetings. President 
George F. Brenner presided. 


Cleveland 

A meeting of the Cleveland Control was 
held September 14 at the Cleveland Hotel. 
No formal program had been arranged. 
There was a round table discussion of plans 
for fall and winter meetings, also of a 
number of technical matters which were 
presented extemporaneously. Mr. R. J. 
Snyder led a brief discussion on the Ohio 
Labor Law and the Federal Wagner Labor 
Relations Act. 





INSTITUTE ACTIVITIES-COMMUNICATIONS 


District of Columbia 


The first meeting of the season of the 
District of Columbia Control was held 
September 23 at the Mayflower Hotel. The 
topic for discussion was ‘The Business 
Privilege Tax of the District of Columbia.” 
The discussion was led by Mr. Humphrey 
Lloyd, of the Washington Properties, Inc., 
a member of The Controllers Institute of 
America. 


Los Angeles 


A meeting of the Los Angeles Control 
was held on. September 16 at the Los 
Angeles Athletic Club, at which the prin- 
cipal topic of discussion was ‘The Uses 
and Advantages of Tabulating Machines in 
Connection with Taxes and Accounting in 
General.” The discussion was led by Mr. 
Clyde Warne. 

The members unanimously favored ex- 
pressing vigorous opposition to the pro- 
posal of the California Unemployment Re- 
serves Commission requiring preparation of 
additional information in reports. The be- 
lief was expressed that the proposed ad- 
ditional information is unnecessary and un- 
called for and would be a source of con- 
siderable expense to many companies. The 
secretary was instructed to convey these 
opinions to the officers of the San Francisco 
Control. 


Milwaukee 


The Milwaukee Control opened the sea- 
son with a meeting at the University Club 
on September 21. Mr. James A. Keogh, 
controller of the Allis-Chalmers Manu- 
facturing Company, was elected president 
and Mr. W. D. Knickel of the Weyenberg 
Shoe Manufacturing Company was chosen 
secretary. The Control plans to meet on 
the third Tuesday of each month at the 
University Club. 

The members voted at this meeting to 
limit membership in the Milwaukee Con- 
trol to 25. The Control now numbers 16 
and there are several applications for mem- 
bership pending. Suggestions with re- 
spect to the program for the coming year 
were discussed. Mr. S. E. Barry suggested 
that a study be made of the individual re- 
port forms required by various units of the 
Government with the thought that some- 
thing might be done towards simplifying 
and paralelling these forms. The belief 
was expressed by Mr. Barry that the various 
Government departments would welcome 
improvement along these lines at this time. 
A Program Committee was created, to be 
composed of Messrs. L. G. Regner, R. E. 
Vogt and J. F. Howard. A Membership 
Committee was organized to be composed 
of Messrs. S. E. Barry, W. Lutz and J. A. 
Keogh. Mr. Keogh presided over the 
meeting except during the election of of- 
ficers, when Mr. Barry was in the chair. 


New England 

A meeting of the Board of Directors of 
the New England Control was held Sep- 
tember 29 at the University Club, Boston. 
Mr. Dwight B. Billings and Mr. Philip 
R. Palamountain, constituting the Pro- 
gram Committee, suggested that the Oc- 
tober meeting of the Control be devoted 
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to a round table discussion of two sub- 
jects, “Methods of Inventory Valuation” 
and “Merit Rating under Social Security 
Legislation.” Mr. Paul H. Wilson has 
agreed to lead the discussion of the first 
subject. Mr. Billings is to lead the dis- 
cussion of merit rating. 

The November meeting will be devoted 
to a forecast of business conditions for 
1938. It was announced that Mr. Peter- 
son, of the First National Bank of Boston, 
had accepted an invitation to address the 
Control at the November meeting. It was 
announced also that Professor Wyman P. 
Fiske, a member of the Institute, had 
agreed to lead a discussion of “Deprecia- 
tion” at the December meeting. The di- 
rectors voted to meet hereafter on the 
second Wednesday following the regular 
meeting of the Control. 

President C. Ellis Spencer announced 
appointment of an Admissions Committee 
with Mr. Billings as chairman and Mr. 
Charles W. Tucker; and a Publicity Com- 
mittee with Mr. Sacket R. Duryee as 
chairman. 


Pittsburgh 
A meeting of the Pittsburgh Control was 
held September 23 at the Shannopin Coun- 
try Club, beginning with an afternoon of 
golf which was followed by dinner. The 
meeting was held in the evening, and was 
addressed by Mr. John L. Glenn, of the 
Pittsburgh Coal Company, who is secretary 
of the Control, on “The Control of Fixed 
Capital Expenditures.” An animated dis- 
cussion followed the address. Later in the 
evening moving pictuers were shown in 
which members of the Control were de- 

picted hunting and golfing. 


St. Louis 


The St. Louis Control opened its season 
with a meeting September 28 at the Mis- 
souri Athletic Association. Mr. T. L. 
Gaukel, manager of the St. Louis office of 
the Social Security Board, spoke on “How 
Controllers Can Cooperate in the Social Se- 
curity Program,” and Mr. E. J. Paulette, 
chief of the Social Security Tax Division, 
St. Louis collectors office, spoke on “Social 
Security Taxes.’ Both speakers replied to 
many questions which were propounded by 
members and guests. 


San Francisco 


A meeting of the San Francisco Control 
was held September 16 at the Olympic Club. 
Mr. A. R. Franklin, public accountant, ad- 
dressed the meeting on “A Tax Consultant's 
Experiences and Viewpoint on Federal 
Taxes.” This was the first meeting of the 
current year and half a dozen of the mem- 
bers elected in recent months were in at- 
tendance for the first time as members. 








TIMELY FIGURES! 
Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. 48-hour accurate service. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 














PHOTOGRAPH OF SIXTH 
ANNUAL DINNER | 
Copies of the photograph of the 

Sixth Annual Dinner of The Con- 

trollers Institute of America may 

be obtained at a price of $2.00 

apiece by addressing the national 
office of The Institute. 











Twin Cities 

The Twin Cities Control opened its 
season on September 28 with a combina- 
tion golf and business meeting held at the 
Hillcrest Golf Club. Following an after- 
noon on the links dinner was served at six- 
thirty o'clock and the meeting held in the 
evening. It was devoted entirely to the 
business of the Control. 


C. Ellis Spencer President of 
New England Control 


Mr. Harold M. Lawson, of the Salada 
Tea Company, Inc., Boston, tendered his 
resignation as president of the New England 
Control at a special meeting of the Board 
of Directors held September 14. Mr. Law- 
son recently has taken on some additional 
work for his company and felt that he could 
not do justice to the responsibilities entailed 
by the presidency of the New England 
Control. The Board elected Mr. C. Ellis 
Spencer, of Crompton and Knowles Loom 
Works, Worcester, as president. Mr. Spencer 
had been elected Vice President at the An- 
nual Meeting of the Control in June, 1937. 

Mr. Lawson served as president of the 
Control last year, and was just beginning 
his second year in that office. He will con- 
tinue as a member of the Board of Directors 
of the Control. 

Mr. Charles W. Tucker, of H. P. Hood 
& Sons, Inc., Boston, was elected by the 
board to.serve as Vice President until the 
next annual meeting, to fill the vacancy 
created by the advancement of Mr. Spencer 
to the presidency. 


Available October 1 


A young business executive with an in- 
teresting record of achievements and 
ability. Extensive and diversified experi- 
ence in public accounting, in finance, au- 
diting, budgets, costs and taxes. Accus- 
tomed to handling difficult assignments, 
involved matters and working harmoni- 
ously with others. Has a thorough grasp 
of public relations and their increasing 
importance, the ability to smile, and the 
qualifications needed to serve an organi- 
zation as controller, treasurer, or assist- 
ant to a major executive. Age 38, mar- 
ried, college bred, vouched for by a 
representative group of attorneys, ac- 
countants and corporation officers. Box 
No. 25, Controllers Institute of America. 


Commendations of Institute's 
Annual Meeting 


“I would like to offer my congratula- 
tions on the efficient manner in which the 
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conferences were planned and executed at 
the convention this week. I found the 
subjects timely and the discussions very 
helpful.” .... From a member of the 
Controllers Institute of America, Mr. C. E. 
Baxter, of S. Slater & Sons, Inc. 

Another bouquet: “I should like to add 
mine to the list of congratulatory mes- 
sages that you must be receiving upon the 
successful completion of another Annual 
Meeting. I am quite sure that all of us 
who attended were benefited by the pa- 
pers, discussions, and associations.” 

Still another: ‘May I add my own to 
the long list of congratulations I know 
you must have received at the conclusion 
of another most creditable annual meet- 
ing of The Institute. I cannot draw com- 
parisons with previous similar meetings 
since this is the first that I have been able 
to attend, but I do know that this last 
one was not only interesting and impres- 
sive, but definitely useful. 

“I was very much impressed by the 
high calibre of the membership of The 
Institute as evidenced throughout the 
gathering. I realize now more fully than 
ever before that The Controllers Institute 
of America, of which our Rochester group 
is about to become an integral part, is an 
outstanding organization.” From Mr. J. 
N. Lambert, Snider Packing Corporation, 
Rochester, New York. 


New England 

The Board of Directors of the New 
England Control held a special meeting at 
the University Club September 14. The 
Control met September 21. It was ad- 
dressed by Mr. Stanley W. Fitch, resident 
partner of Patterson, Teele and Dennis, on 
“Cooperation between Controller and Pub- 
lic Accountant.” 


Los Angeles 

A special luncheon meeting of the Los 
Angeles Control was held August 19 at the 
Los Angeles Athletic Club. It was at- 
tended by Commissioner Tibbets of the Un- 
employment Reserves Commission and by 
Mr. Franks of the same Commission. This 
special meeting was called to discuss a pro- 
posed new form which is to be supple- 
mental to CURC-3. Mr. Franks explained 
the proposed requirement as set forth by 
the Federal Social Security Board, for the 
purpose of acquainting the members of the 
Control with what is being required and 
the reason, and also to develop any com- 
ments and suggestions which the members 
might wish to make, with the idea of mak- 
ing the forms as simple and workable as 
possible. The meeting adjourned at two- 
fifteen o'clock. 








HAVE YOU— 
A problem in filing-mailing or carrying en- 
velopes, folders-pockets-sales promotion 
folders? Ames has specialized for about 
twenty years. No obligation to consult us. 
AMES SAFETY ENVELOPE CO. 
Boston, Massachusetts 














. . . because I believe in giving a good horse its head. e Long Distance makes 


for speed and directness, for clarity and tact. I depend upon it myself to co- 


ordinate all the varied and far-flung operations of business. So, quite naturally, 


I encourage every department to use it, too. @ Purchasing, production, credit, 
sales, traffic: in all of these operations it has proved its value as an 


investment ...and more so than ever at the present reduced rates. 
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Early 
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| ioe Underwood 

Elliott Fisher Ac- 

counting Machines 

speed your statements 

into the mail-bags 

right on time for prompt first-of- 
the-month delivery. Give your ac- 
counts first chance at debtors’ check 
books. The early statement usually 
gets the cash! 

Early statements are a by-product 
of Underwood Elliott Fisher ma- 
chine accounting. In many organi- 
zations statements are built up day 
by day by the same key strokes that 
post sales records, customers’ ledg- 
ers, control sheets and any special 


Underwood Elliott Fisher makes three com- 
plete lines of accounting machines with a 
wide variety of models in each. Prices are as 
low as $700. Every machine is backed by na- 
tion-wide, company-owned service facilities. 


Gets the 





forms that may be 

required. Under- 

wood Elliott 

Fisher Account- 

ing Machines al- 

low each key stroke of the oper- 
ator’s fingers to do multiple duty. 
No matter what your accounting 
problem may be let Underwood 
Elliott Fisher work out its solution 
with your own accounting organi- 
zation. Underwood Elliott Fisher 


machines will do a complete ac- 
counting job... maintain your 
books in daily balance, keep up-to- 
the-minute figure facts constantly 
on tap and produce all the payroll 
records required by the Federal 
Social Security Act in one opera- 
tion—in general give you a better, 
more economical accounting job. 
Telephone our nearest Branch or 
write for full particulars today. 


Accounting Machine Division, UNDERWOOD ELLIOTT FISHER COMPANY 
Accounting Machines... Typewriters... Adding Machines... Carbon Paper, Ribbons and 
other Supplies « One Park Avenue, New York, N. Y. « Sales and Service Everywhere 


UNDERWOOD ELLIOTT FISHER SPEEDS THE WORLD’S BUSINESS 


_..Underwood 


UNDERWOOD 


Eliott Fisher mouel wito the exclusive flat writing sur- 


“company ELLIOTT FISHER ACCOUNTING MACHINES 


face in general use in hundreds of industries 








UCIAL SEGURITY 


THE ACCOUNTING PROBLEM OF THE DAY 


wath sate te sappy Me 


CARCELY was the ink dry on the Social 
Security Act when business of all kinds and 
sizes began to take advantage of Monroe Figur- 
ing Service, for Monroe has machines to handle 
the whole range of payroll accounting, from 
compiling the original figures, through every 
step to writing and signing the final pay check. 
Monroe Adding-Calculators offer the sim- 
plest, fastest way of figuring the basic payroll 
data, either for straight time or piece work. 

Monroe Accounting Machines list and print 
these figures quickly and economically, in sim- 
ple form, readily available for making up the 
reports required: by the 
Social Security Act. 

Some companies do not 
require a highly specialized 
machine for this work. 
Often a simple Monroe 
Adding-Listing Machine 
with wide carriage is ade- 
quate because of Monroe 
short-cut methods. 

For the company that 
needs to get the most com- 
plete records speedily and 
efficiently, Monroe has de- 


MONROE 


signed and built a new Social Security Payroll 
Bookkeeping Machine, which fills in the gross 
earnings, deductions, and net pay on the em- 
ployee’s receipt, whether you pay by check or 
cash. In the same operation it posts the indi- 
vidual earnings record and the payroll journal. 
It gives a complete, proved record of all the 
necessary data. 

Before taking any steps to revise your pres- 
ent systems, it will pay you to talk to a Monroe 
representative who can bring to your individ- 
ual problem the experience of a Nation-Wide 
Figure Service built up over the past quarter 
century. Get in touch with 
the nearest Monroe branch, 
it entails no obligation. Or 
fillin and mail coupon. 


Monroe Calculating Machine Co., Inc. 
Orange, New Jersey 


Please send me information on 
Social Security Accounting. 


Name 
Firm 


Street 


Social Security Payroll Bookkeeping Machine City 


MONROE CALCULATING MACHINE COMPANY, INC.+- - - ORANGE, NEW JERSEY 








